DOC8BBIT^B30HB 



BD 17V 058 

IKSTITUTION 
fUB DITE 
MOTE 

:E^BS PRICE 
OESCBI PTdBS 



IDEBTIPIERS 



- SO mi 995 

Mtm^y^ Banking, and the 'Federal Beser?© ^Sjstea. 
instructor's Guide [And] 'Sections I through VI. 
Federal Reserve Bank of Hinneapplis, flinn. - » 
78 * 
12Vp. ' ' 



ePOl Plus Postage. PC Hot Available ftoi lOBS. 
♦ Banking^; Concept Poraation; «EccnCKic Education; 
Econoaic Factcrej Econbaics; ^Federal Regulation; 
Junior High Scjiool Students; ♦Honey Sy^tecs; Bolicj 
Forvation; Seccnd^rjr Education 
Federal Reserve SjstdB 



IBSTBACT . • , 

^ The docuaent 'is designed to aid junior and senior > 

highWschd'oL teachers develop and ispleaent eccnofilQ education 
programs, particular eapha^is is (laced on the role. of soney, 
banking, and" the Federal Reserve Systea in the Aserican econoaiq. 
sy^«"- The docuaent is pr^ented in six sectionsr. Section I fosses ' 
oMBinctions and foras of aon^.^Scction tr explains serv^es and 
fttHc^ions of CO aaer ci a3^ ianksr^f lading security f6r' deposits, loans 
for individuals and businesses, and trans'Ier of aoney payaents. 
Section III disoussee. purposes, functions, and organisation of the - 
Federal BeserVm^Systea. Section 1? explains the check clearing 
Vctivities of the Federal Reserve Bank. Section ¥ investigates how 
coaaercial banks create aoney. The final action exaaines how 
aonetary and fiscal policies work. For each secticn, inforaation is 
presented on .generalizations related to the topic, activities, 
objectives, teaching strategies, aate rials needed, tixe reguired, 
readings, and reference aaterials. Activities involve students in> 
role playing,. writing checks, answering review guesticns, class 
fliscussion, br^instoraing , reading and analyzing selected 
assigniients, filling in worksheets, axvd viewing filastrips. (DB), 
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The concepts of money and the financial system are 
frequently difficult for teachers to teach and students 
to learn Therefore, we are pleased to participate in 
the publication of Money. Bankiiig, and the Federal 
Re^serve System because^we feel it provides useful 
guidelines and important methodology for teaching 
these concept^^at the junior or senior hlgh Wel 

This instructional unit is the result of cooperative 
egorts among educators and indivickials interests in 
developing materials for economic Education We 
appreciate the opportunity to* share the r^ults of 
these efforts, and we hope teachers and. students 
alike will find Moneys Banking, and the Federal 
Reserve Syspm to be an ip)fK)rtlint new>istructional 
resource 

Mark H. Willes. President 

Federal Reserve Bank of Mihneapolis ^ 



Money, Banki^ and the Federal Reserve System is 
based on materials that were designed, devetbped. 
and classroom-tested by teachers in the social studies 
department at Hosterman Junior High School in 
RobbinsdaJe. Minnesota. These teachers, in particular 
Bruce Jasper and Robert Reinke, deserve qredit for 
their extensivennvolvement in the various stages oT 
the creation of these materials. ' 

After being tesfed in th6 classrcK^m. these materials 
were submitted to two awards programs for innovative 
economic educators. At the national level, the mate-' 
rials placed first in the junior high division of the 1 977 
avyards program sponsored by the International Paper 
Company Foundation and the Joint Council on Eco- 
nomic Education. They also placed first in the 1977 
Minnesota awards program, which was sponsored by 
the General Mflls Foundation and the MinnesotaState 
Council on Economic Education. The Federal Re- 
^serva^ank of MinnearK)lis thanks the sponsors of 
these aw^ds prc^rams for kitKlly allowing publication 
of materials submitted to them. 
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Money. Banking, ancKThe^edbral Reserve System 

Introduction to ^ 



Many educators consider the role of money, banking. 
* and the Federal Reserve System in promoting an effi- 
cient and healthy economic system to be a most diffi- 
cult topic to teach. This unit is designed to provide a 
structure or mechanism for teacfiing those topics to 
junior and senior hi^h school students in a way that is 
both conceptuaHy sourrd and interesting. 

Concepts and relationships in the unit are sequen- 
^tially developed from the concrete to ttie abstract. 
Where necessary, complex ideas have been simpli- 
fied without disforting their basic validity After basic 
concepts and relationships have beeih taught. Activi- 
ties are provided to help students apply the knowl* 
edge to real^life situatiqns. 

^ The unil does not ^^ttempt to tum stiKjents into 
workmg economists. The^iltimate goal of the unit is to 
develop t>dsic literacy at>otrt money and banking and 
the oi)eirattons and policy-making role of the Federal 
Reserve System. 

Money. Banking, atkl the Federal Reserve System 
'^''•••^sa self-contained but flexible — instructional 
^pa^Hage The instructional strategy are ctesigrted tp 
''supplement and enrk:h textbook hfiaterials available 
to most instructors. 

Materials for each of six topk:al sectk>ns are porv 
tain€ d in individual folders. This format allows instruc- 
tors to choose the appropriate sections and appro- 
priati activities from each sectkni. based on Jhe 
expected stud€fht outcomes l^ted for each act^tty. 

The six sections contained in Mortey, Banking, and 
the Federal Reserve System are: 

I Money • 

II Bank Services and Functkjns 

III The Federal Reserve System 

IV How the Clearinghouse Works 

V How Banks Create Money 

VI How Monetary and Fiscal Pdlk:ies Work 

Each s^k^n contains a brief overview of content 

( 



and the economic generalizations that are taught by 
the activities* of the section. Following the intro- 
ductory material are the activity descriptions. For 
each activity, the following items.are included: 



• student outcomes 

• the strategy or strategies used 

• the probable dfass time required & ^ 

• a list of materials needed ^ 

• complete instructions on how the activity can t>e 
conducted ^ 

The loose sheets inside the section folders are activity 
sheets (readings, worksheets, etc.) to be duplicated 
for student use and masters for making overhead 
transpprencies. , 

It nuist be noted that no ohe teaching strategy is 
used exclusively: ^various ciassr(K)m environments 
can be dev^bped by the tesK^her on a daily basts. 
Tethers may adapt delete, or add to any iK:tivity to 
better suit their individual teaching styles or the neec^ 
of their students. 

E Due to the vast differences whk:h exist \p class- 
rAoms and among schools, the unit has t>een struc- 
tured to apply to a wide rang^of abilities and age 
levels. The progres8k?n olf activities— from the basic 
topics of money and t>anking to the more difficult 
subject of Federal Resen/e monetary p^ltey— sjlov/s 
for placement flexibility. At the junk>r high, level, or 
with high school Students of le^^ ability, the instruc- 
tor coukl cfK)ose to u|jUize^ohly the materials on 
money and banking— omining nrKxiifying tt^ activi- 
ties that deal witt. t) i ; more at '"tt'act topk^ of Federal 
Reserve monetary polk:y or the attainment of national 
economk: goais^ith higf^abil^ty junker high students 
or senior high students, the instructor could choose to 
omit or limit the ^pler activities about banking and 
money. B^^ause of its abstract nature. Sectiqp V( is 
liuggested lor use only in senior high ^hc^l and en- 
riched junior high school classrooms. 
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How to Use Money, Banking, and The Federal Reserve SystAn ■ 



Choosing Sections: 

^ The study unit has been designed so you can readily 
determine what particular sections will l>e appropriate 
for use with yoOr studentr Each section begins with a 
brief summary of its confents and a list of the generali- 
sations it teaches^ Scan through the various activity 
descriptions for each section, noting ^espeqialfv thp 
scuaent outcomes and the strategies used. This 
should give you a good idea of what the section covers 
— ^nd whether it is of value to you ^ 

Activity $el^ctiOfi: 

After you have chosen apprppriate s^tions. readih«L 
descriptrbns of tfre activities for those sections. Stu-] 
dent outcomes ' sunrrmaitlze tf\i& dbj^tive of each J 
iK:tivity The same concept is often taught in merer 
than one activity, jusing different strategies. Use one 
strategy or several to tesK^h a concept, defending on 
the needs of your students-. Look ovdr the relevant 
* activity sheets and tran^rencies to flmiliarize your- 
self with the strategies. 

Teacher Preparation: 
. Wlwn you h^ve m^e! your selection of activities, de- 
termine if any of them require additional materials 
(filmstrtps. films, or pamphlets). Refer to "Additional 
Materials* on page 10 of the >nstructor s Guide fpr 
information on ordering these Ynaterials. § ' 

Prior to teaching any activity, assemble the needed 
materials This may include additiorYal materials, 
audio-visual equipment, ordinary classrcxmi supplies, 
duplicated activity sheets, pr overhead transparent 
cie4 nie activity description .s ir.terKied fo provide 
YOU with suffk:ient t^i<grourKi information and 
instructions to toTCh the ddtivity. (However, student * 
reading^ and activity sheets provide additional 
preparatory informatton. To avcM procedural prc^ 



lems, simulation activities should be reviewed careful ty 
and run through before use withirrttre classroom. You 
may refer to Unit Concepts and Definrtrons in ttre 
Instructor's Gt4\6e to clarify term« used in thf activity. 
Or you may refer to 'What Economic EdiK^ators 
Should Know/' also in the Instructors Guide, for 
definitions of essential economic concepff that are 
not specificaliV mention^ in the student aictivities. 

To assist you in teaching Activities and 7 'in 
Section VI. a supplemental reading on * Rational 
Expectations is included. For additional information 
on other $ubiects and for additional teaching 
materials, see the list of 'Reference Materials in the 
instructor s Guide. 

Student EValuatkm: ^ 

Each section contains activities reouiring written 
wori< from the student (e.g.. application lessons, worl^- 
sh^ts. discussion questions, etc.) that an instructor 
may wish to us^ for grading purposes Students could 
l>e required to keep a folder or notebook of all their 
completed activity sheets, notes, and review ques^ 
tions. This could be graded upon completion of the 
unit. An answer key is included in the Instructor s 
(auide with answers to activity questions and review 
questions Participation in group activities and dis- 
cussions should also be observed and noted. 

Review Questions are the^ast ^tivity sheet(s) for 
each section. These can te dupli' ated and adminis- 
tered to students or used as a basis for a teacher-m^e 
evaluation instrument. The questions may also be 
used as a pre-test to determine student knowledge of 
nK)ney. banking, and the Federal Reserve System 
aiKl to select appropriate sections. Pre-test scores can 
be compared with post-test scores to assess student 
learning 
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Money, Banking, and The Federal Reserve System 

Visual Overview * 
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Section V - How Banks Cresto Money 
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,Unit Concepts and Definitions 

1^ ^ 



to^help teachers impro' 
of the term 



S 



I 



their own urderst^UTdmg 



what student understf^clmg of the term should 
be upon completion of the unit. 



BARTER 

T - A planned exchange of one gpod and/or service 
for another This pr6cedure requires at least two 
exchange agents and reflects the ageilts percep- 
tions of the relative values of the goods and/or 
'Services 

,S — The act of trading goods and/or services. ^ 
CENTRAL BANK 

T — An institution which deals chiefly with conlmerciar 
banks in holding reserves, issuing currency, and 
regulating (through monetary policy) the avail- 
ability of banking credits In the United States, th^ 
twelve Federal Reserve Banks and the Board of 
Governors in Washington. DC, carry out the 
central banking functions it 

S — Bankers bank which provided temporary credit to 
commercial banks, holds bank reserves, provides 
coin and currency, and makes monetary policy, 

CHECK . 

T — A written 6rder which allows a depositor, without 
previous notice, to transfer all or part of the 
deposited monies from his or her bank in direct 
parent to Another individual or institution, 

S — A written request to transfer money from a check- 
ing account 
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CLEARINGHOUSE 

T ~ An organization, established by banks in the same 
locality, through which checks and other infor- 
mation are exchanged and net balances settled 
The Federal Reserve System acts as a, clearing- 
-house for banks in different disiricts 

S - A grOup of banks which" exchange cheqk^ drawn 
on^ach other 

« 

COMMERCIAL BANK 

t 

T - A privately owned financial institution that ac- 
cepts time^d savings deposits ar^d^and de- 
posits Comrhercial- banks make** leans to busi- 
nesses and individuals: theyare major investors in 
government securities and in municipal and cor- 
, qprate bonds, and they provide other financial 
services to customers Through its lending and 
iDvesting. the con^lmercial banking system ex- 
pands and contracts the money supply, within 
limits set by the/ederal Reserve System - 



S —A privately owned f inancjal institution which holds 
time and savings deposits and demand deposits. 
Commercial banks m^ike loans to businesses arKl 
individuals, and they invest in government se- 
curities and munif:ipal and corporate bonds The^ 
afso prqyide other financial services to their 
customer^ 

CREATE MONEY 

T — Commercial banks create money by granting 
loans which add new deposit dollars to the check- 
ing account bailees of businesses and individ- 
uals The amount tH%^an create is limited to the 
amount of excess reserves they hold. Exc^Ss^ 
reserves are those in excess of what they are 
required to hotd by the Federal Reserve or other 
regulatory agerK:i^s. 

S- Commercial bank^xpi^Rd the mortey supply by 
granting n^w loans. 

DEMAND DEPOSIT 

T — A deposit irfa bank which may be withdrawrpby 
writing a check. . \ 

S — Checkt>ook money. 
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DISCOUNT RATE^. 

T — The interest ra*te Reserve Tanks charge member 
commercial banks for temporary loans. Reserve 
Banks make such loans to *avoid the finawial 
paflcs that tited to be caused when commercial 
banks could not m^t short-term requests by cus- 
tomers to withdraw their fumls, 

S-The price • the Federal Reserve Banks charge 
their member banks for money (loans). 



ECONOMIC QROWTH 

T - A long-term increase in the economy's total out- 
put of goods and services. To achieve maximum, 
economic growth requires saving and investn^nt. 
TtyB Federal Fjeserve S^tem attempts to achieve 
a stable economic growth through monetary 
policy. 



S - A net increase m the amount of goods and ser- 
vices produced, usually measured by a change m 
real Gross National Product ^GNP). 



ECONOMIC STABILITY 

T — A high level of ebortomic acJiwTty with an absence 

tuaftfons if) the economy, 
employment, and 



bf severe cv^lical flucti 
Stability refers to production, 
prices 



S - Little or no change in production, employment, 
and pric* 



THE FEDBRAL RESERVE SYSTEW^^ 

T-The central bank of the tinited States It is a 
banker s bank, providing temporary credit arKi 
other services to commercial banks It is also 
responsible for monetary policy ^ 

S - A network of banker's banks which helps regulate 
the amount of money in the economy. 

* 

Fld^AL POLICY 

T — The use of federal taxing, borrowing, and spend- 
ing powers to cha'nge the level of income and 
employment in the economy 

S - Federal government taxing and sperKling actions 
which influe^e consumer demand and business 



[activity 



— A\3eneral rise in the prices of goods arKl services, 
Aspqfi£SJUSa4he purchasing power of the dollar 
declines. 



S - The rise iQ^tt 
services 

INTEREST 



jneral price level of goods and 



T - A price for using the money resources of other 
individuals or tnstitutiar«s Like other ^prices, 
interest is dfetermined by the supply of and de- 
mand for money resources. 

S - The price charged f or the use of borrowed money. 

T - An amount of money provided, for an interest 
charge, to a business or an individual by a finan- 
cial irtstitution It must be paid back. This proce- 
dure places available funds into the hands of 
iridividuais who are attempting to invest in pro- 
ductive enterprises 

S — Mowey temporarily provided to a person or group. 
for/^ee.;.which must be paid back 

MONETARY Policy « 

T - Actions of the Federal Reserve System to in- 
fluence the level of total demand and the amount 
of economjc activyty m the economy ttirough. 
changes m the rate of growth of the money supply 

S FfKleral Reserve actior>s which influence the 
availability of money and credit for individuals and 
b^iness groups 



forms of money are coin/currerrcy, and checking 
account balances. 

Anything which is generally accepted in ex- 
change for other things 

MONEY SUPPLY 

W — The amount of money— coins, currenqy. and 
^ deposits in checking accounts— the public has 
immediately available tor spending. Also called 
- Ml. 

S --The total amount of money in the economy. 

OPEN Market operations 

T — Federal Reserve purchases and sales of govern- 
ment "^securities through a network .of private 
security dealers. Open market operations gre 
oonducted to influence the level of bank reserves 
and the rate of growth of the money supply. Ttie 
New. York Reserve Bank conducts open market 
operations for the Federal Reserve System. 

S — Buying and sefling of government securities by 
the Federal Reserve to influence the growth of 
the money supply 

RECESSION 

T— A temporary downturn in economic aC ivity 
ct^aracterized by a fall in Gross Natioftal Product 
and labor fence employment. 

S — A reductton in t)usiness activity. 
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E REQUIREMENTS 



T — The percentage (usually gBout 14%) of funds 
banks are required by law to hold as a kind of 
backing against their customers' deposits. Funds 
<beyond reserve requirements can be used to 
make loans to businesses and individuals, or can 
be invested in government or other securities. 

S - The percentage of money commercial banks must 
keep on hand. 

UNEjVLOYMENT RATE 

T^^^e percentage of the total labor for/cB which 
wants t^ work, but is unable to find a job. at a 
particular point in time The anriual unemploy- 
ment rate is the aveifige of the monthly rates. 

S - The numbe^of peoplejwho ar^not working out of 
ev€?ry 1 00 iJossible workers 



MONEX ^ 

r - Anything which serves as a medium of exchange. 
J m^^isure of value and a store of value which is 
comrl^^nly acceptable In our economy the basic 



What Economic Educators Should KnoW' 



RESOURCES - A resource is anything which is used 
or could be used to produce other things. 

Explanation: Resources are the building blocks or 
inputs from which the goods or services that satisfy 
human wants are formed. There are four generally 
^cepted categories of resources: 

1 Natural resourMS^ are items found in nature which 
can be used in production. Some natural resources 
are used up in prodiK^tion while others can be rt^^ 
newed, 

2. Capita resources are man-made r^urc^ that are 
available to produce ^^ods and service irittie future. 
The variety and comlexity of a group s capital re- 
sources reflect its st4to of techrK>togk:al development. 

3 Human resources are the physical ard mental capabili- 
ties of a ^roup. Human r^ounces r^ed to be*aaalyzed 

, from the standpoint of both quantity (number of 
people) and quality (skills, educatic^. and creatf%ei(y ). 

4 Time limits the number of resources thatcan be uti- 
lized in production and also limits the amount of 
goods and services4hat can be consumed by an in- 
dividual or a group. 

/ 

SCARCITY — Scarcity of resources is the basis of 
economics. Scarcity is the reality that there are not 
^enough resources to satisfy everyones heecis and 
wants 

^>(planation: The basic charact^'stic of resources is 
that ^^k>f^x^ fourKJ in finite and therefore exhaustible 
quantities. Consequently, the goods and services that 
can produced are limited in numt^r. The essential 
problem for all economic systems is. ttierefore. to 
decide how t>est to allocate their scarce resources. 

OPPORTUNITY COST - Since resources are scarce, 
decisions/ave to Be made among alter natives^ as to 
what will be produced. Whatever must be given up 
(not produced) Because somethir^ else w^ produced^ 
is opportunity cost. ^ 

Explanation Opportunity c<^t exists for individuals as \ 
well as for nihons Individual choices of purchases, 
careers. Iei5>ure activities^ and many others involve 
9PPortunity cost. Similarly, nations make choices as 
to how to allocate their reiiources-what will be pro- 
duced and what will not An understanding of the costs 
ana ocnefils of decisions should help tKith individuals * 
and societieis/ to make wise economic choices 



services. *Each good or service has its owixset of 
buyers (jiemand)and sellers (supply) which interact to 
determine the price at which it is sold, 

1 Demand is the amount of goods and services which 
prospective buyers are willing to purchase in a 
given period of time ami at a given price. It is not a 
fixed amount,' When price goes up. the amount 
demanded ilecreases; when prk:e goes down, the 
amount defnanded increases. 

2. Supply is the amount of goods and servk:es which 
prospective sellers are willing to sell in a given 
period ofTflnte and at a given prk:e. It is not a fixed 
amount. When pgce goes up. the amount supplied 
increpses; when price goesdown. ttle^amount sup- 
plied decreases, « ' 

3. Price is the actual monetary amount at which a 
good or service is sold. One would expect prjce to 
^vary as supply and demand vary. buWtterket im- 
perfecttons and changes in incomefTotheKprices. 
and tastes make accurate predictions at>oqt price 
changes difficult. 

INCENTIVES - Incentives are factors which stimu- 
late people to act qn^^ay or another. 

Explanation: In an efcon<^ic system, producers and 
consumers need f<i have a motive for producing ami 
consuming. Oenerally. incentives include tnonetary 
•incentives (Wage^ interest. *ients. arKi dividemis). 
material incd«tt^^ (those godds and^services which 
monetary incentives can buy), and p^sychological irv 
centives (status, leisure timer k)cation. job security). A 
host of intangibles which reflect a (^rson s value 
system' falls into this final category. 

EFFICIENCY Efficiency refers \o the ability of our 
economy to prcxiuce th^ largest possible amount of 
good^nd services with the resources available to the 
economy. When efficiency is thieved, an jsconomy 
could not produce any more one type of output 
without r^ucing the output o^something else. 

Explanation Because political systems, personal 
values, and cultural values differ from society to 
s<x:iety . the measures of efficiency must change when 
analyzing other economic systems. Even N^hin oCir 
oyvn economic system, measure? of efficicnoy must 
take^fftto account ftiat the benefits to individuals and 
^xiety can be both psychic and material. 



4IARKETS - A market is the total number of buyers 
and sellers of a particular good or service in a specific 
period of time - 

Explanation There is no one market for all goods and 



'W»H.dmE Bwker.Jr and.Rf>ber! Reinke Ttm Soctal Studtes. ^^rSi 



\ ECONOMIC GROWTH - Economic growth is the 
process of expandin^tt>e amount of goods artd services^, 
that can be produced ^ 

Explanation: Because resourci^re hmife^^economic 
growth must be ma(^^^ tne sacrifice Of current 
consumption through savinffs, Resources tnat could 
have been consumed oeea to be divided between 
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acquiring new capital and reorganizing existing ire- 
sources toward a new objective. The opportunity cost 
of economic grdwtt^ is reduced current consumption 
in the hopes that new capital, techno togy, ortKyanizattcHi 
will produce more total outplit at a later ^ime 



\ 



Rational Expectgtrpns \ 

SupplePmenfameadiiSg for TeacNng Activities #6 ancf #7 in%ectiofYVI 



there is a newer alternative view of how government 
stabilization policies work or doh t work. This view Is 
called the rational expectatiofis (RE) approach It is 
based on several fundamentdJ principles about the 
systematic behavior of pe<^le and businesses in.the 
economy, amd it leads to the conci Jsion that govern- 
ment policies designed to reduce the unemployment 
rate will be ineffective 

The first basjc principle underlying the RE viewSs 
that econyomic units such as businesses and individ-^ 
uals^re about real rather than nominal things (for 
example, real wages versus money or nominal 
wages) Nominal or money wages ^re the dofjar 
aj:ncfunt of wages. What people are concerned abour 
are real linages- nominal w^ges adjbsted to remove 
theef fects of inflation Therefore, when these persons 
make economic dectsicns or take actions, they con- 
sider what future inflatitn will do to their income 

Examples of how p€K>ple*incor(K)rate expectati6ns 
of inflation into their curre^ttactions and decision^ are 
' :XJ ^^^pparent f or example, tn taking a job locivia- 
uals will be concerned not only with the nominal 
amount of pay 4hey will receive/ but they are also 
cofH^erned with what that amount of pay will buy. That 
IS. they arre conce»'ned with real wages or the purchas- • 
ing power of their nominal or money wage— whether it 
will c^ver their, rent or house payment, the operation 
of their auto, etc. They are also concerhed with what 
prices will be in the future because that vyilf also deter- 
mine how well their income will enable them to meet 
their financial obligations. 

A !^Qnd basic principle underlying the RE ap- 
proach IS that people s .expectations of inflation will 
not systematitjgl^y be wrong To assume they will be 
wrong implies that decision-makers are illogical, ir- 
ratfonal. or unaware of economic events around them 
For example, because lal?or unions must bargam for 
wage contracts that extend into the future, inflation 
will affect the future. real wages of iahor. Therefore, 
the effectiveness of union ^age negotiations in main- 
taining or upgrading memt>ers' real wages will depend 
in part on how well negotiators forecast future infla- 
tion With so' much at stake it is logical that they at- 
tempt to make good forecasts of inflation 

understanding of these basic principles allows a 
closer look at hovy economic stabilizatidn poliQy is 
supposed to vwrk Dunng periods of high- unemploy- 
ment, expansionary monetary and fiscal policies have 
often been used to promote an increas^ level of 
spending (and output and employment) in the econ- 
omy The increased spending raised prices Money 
wages, meanwhile, v^ere supposed to remain con- 
stant. thusx)ffering new prof iynfip ortunities to busi- 
nesses As businesses took a^Btaqe of these profit 
opportunities - increasing pro^Kion and mvestmg in 
new equipment -the unemployment rate was sup- 



posed to drop Even people ^o 'favor stimulative 
policies concede that at s6me point they stop en- 
couraging production and only cause more inflation * 

•In the RE view, stimulative policies-right from the 
start— de little to i/icrease production and do'much to 
aggravate inflation Such policies raise prices and in- 
crease i^pending^ However, this can result in in- 
creased profit and expanded production and invjest- 
ment only if the vyages of workers do nof also incfT^se. 
If wages^do not ir^rease, workers would in effect be 
wqrKing for less. As prices go uq^ real wagos go down 
I unless' there is an increase in wage rates that com- 
pensates for inflation). The RE approach, then, holds 
that the higher pnces resulting from government poli- 
cies are certain to be quk^ly accompanied by higher 
wages. This happens because workers, acting ration- 
ally, will incorporate their exf^tations of inflation into 
their wage demands. 

Traditional expansionary policy only works if labor, 
as a group. wiUingly goes along with it., without de- 
manding higher wagas ♦o compensate for tne price 
increases they exfm^t. This, obviously, is not likely to 
happen- It is nrK)re likely that workers will restrict the 
supply of labor and hdld out for higher wages whfen 
they foresee a risean prices. 

Proponents of the RE approach contend that there 
is only one vyay tf^pcUtional expansionary pPMcy can 
work. That way is W indiK^e labor to go along with the 
inflationary policies without demanding higher wages. 
This can t>e accomplished by surprising labor through 
adoption of unantk:ipated policies whk:h create • 
higher prices and prof it opportunities for businesses. 
Such policies i^l promote higher employment in the 
economy, but the gajng will be. short-lived. As labor 
catches on to what 4s happening to real ^ages. they 
will again hold out^for higher wages to compensate for ' 
inflation. That is. as the surprise of the unanticipated 
policy wears off. the |M)licy loses its abilitip'' to reduce 
unemployment and instead creates more inflation. 
Further gains in emploiwnent are possible then only 
through additional sujsprke policies^ The moral is that 
governrnent cannot systematically fool people They 
catch on. 

This analysis implies that government policies 
which raise prices aRd areanticipated by people in the 
economy {such as labor urnon negotiators) will als^ 
raise nominator money wages and leave real wages 
unchanged. With the same real wage, the level of em^" — 
ployment in the economy will not increase Th5s leads . 
to the corKlusion that government policy cannot be 
effective m fighting unemployme^lt Or. alternatively. 
It can t>e effective only if po\ky changes can consis- 
tently surprise or fool p^ple. That is the only way to 
cause people to alter their exp^tations about poten- 
tiar inflation and hence to alter their behavior How- 
ever, the possibility of government consistently fool- 



ing people with xtifferent- policy alternatives s^ms 
reittofte As a result' the rational expectations ^ 
I' appro^h concludes that policymakers ought to 

f announce and stick to a policy that wilf gradually bring 

the inflation rate down to some acceptable specified 
low level. r " * 

In summary, the following maior pomts descnbe 
the rational expectations apiKoach: * 

1 People care ab&ut real (as opposed to nominal) 

^ ^ things m curent and future, (^octe. Therefore. 

' they must fdrm inflation exDe<aatiOf^ dm incorjw 

] ate iheiii into their decision-making anuictions. 

I 2 People will not Systematically be wrong in their 

y ' expectations. This i% the /ational expectations 

I hypothesis. . ^ ^ • , 

* . 3 Stimulative policies cah fnfluSfKJe the inflation rate 

» but not Control it. ^ ' , . . 

4 Rational economtc agen^wf II. ttterefofe. attempt 
^ " . to anticipate g6vfernment police in fohning their 

^ mflatipn expectations. ' # 

I 5 As a resul^ systematic go^minent policies will J 

have no eft 3ct on the unemployment rate. That is 
because labor 'demand and labor supply deperNj on 
rear wages, not /noivy wages, ami anticipated 
governmental actions which raise prk:es also raise 
I • money wages. * >- 

See also: 

' Raf*oivil f xpectat»ons - Fresh Mess Tt^ ChaHancre Some Es^slishe^ 
^ * . ^'^^ ^^*«y U^inq Annuel Report 1977, Rederal Reserve 

Bank oi rviinfieacKWis Office of Public information. Mmneapolm 

Kareken ^ohn H InflaUoo An ^ntram View, f mitral Reserve i 

Bank of Mtnn^fjohs C^rfer/y Review, Winter 1976, pp M3. / ♦ • 

Fedmal Reserve Bank of Mmne^xilts. Mmi^WJlis MN 55480 ' 



Additional Materials 



Section 1 {Activity 3) 



G«nulfMi or Cbtrnterfv^" 



Available trom ' * 

Off»ce of Pu^fc Information , 
^0ck^al WosMMV® G^sfik of MmnoBpotts 

« MmneapcHts Vmiiesota 65480 



Section 11 1 Activity 4 1 ancT 
Sectfon VI lAc^lvih' 4) 



FMwsiJiD ' TfM U,S. Emuomy ^ Acstkm SiMtea: 

The Roi9 of ihe Cofnnwrctai Bartking System 

Available tof fxj^btiase 
Jojnr Council bn Economic Education 
1 212 Avenue of the An^tcas 
New York. New York 10C36 

*Avaii&ble lor loen: (wtttim Nintti Federal Reserve C^strtctl 
Office of Put>lic information * • . ' 
re<lerai Reserve BaoK of Minne^xTfia 
Minneapoiis. Minnesota 



'Sectfon IV I Activity 1 



AvailatTle from 
PiJtHications Section 
Federa} Reserve Bank of New York 
33 Liberty Street 
New York. New York 10045 



Reference Materials 



For Students: 



Totfey. Describes Federal Reserve System s rote 
today o^ectives. structure, and actions Discusses influence of 
Systems ac<|vity. monetary polK:y lools. polrcyniaking process, 
and limitations and advantages of mo notary policy Federal Re-, 
serve Bank of Hflbnmond Bank arKj Public Relations Ot>o^tment 
RO Box 27622. Richmond. Virginia 23261. 1974, 23;^ Fr§e 

Rmdamentel Facta Atout U.S. Motley. De^ribe^ phys^t ctmracter- 
isfics of ttve various types of US currarfcyandcoia Federal Reserve 
Bankof Atl^ta, InformationCente^esearcfi Department. Federal 
Reserve Station. >Mtanta. Geor9Mr3030a 1976. 16qp . Free 

Q e miina or Couftterfeff? F^mpNet describes differerKes between a 
counter! e<l and a g^uine biH and what to do when a oounterfeit bill 
IS found Fdd^i Reserve Bar^ of Mymeapoits Office of Public ln> 
formation. 250 Marquette Avenue. Minneapolis. Minnesota 55480. 
1974, Free 

Tlw &MYOf Qieokfl. Oescnbes ttif <Kigin aiKl develooment of checks 
and the growth and aulonrmtiog of check eel lection 1 1 tu^ rated 
comic bootg^rm Federal Reserve Bank of New York. Publications 
Section. g3 Liberty Street New York. New York 10O45. 1975. 
21pp . Free 



Tlie Cul^a^ Swftdi. De^ibes how the Federal Reserve^^Communi- 
cations System IF^RC^ transfers more ttian SI 40 b^liqp m fuhd« 
ahd securities c^ly through a 4O.00O-miie electronic cofmnuni- 
cations network Considers (he FRCS s history and future use of 
electrwiic funds transfer Federal Reserve Bank of New Vprk. Publi- 
cations Section, 33 Liberty Street. New York. New York 10045. 
1975, IQpp. Free 

Jhe Story of t Heney . Examines the evolution of money, touching on 
topics SUCH as barter, commgdity moni^. early gokJ and silver 
monies. Amenca s ccrfonial experiences with money, and the do- 
velopment of fiat money IrHended ^d%high Sfeftpo* students and 
intefe^ed adults Federal Re^r\ e BanK of New York. Publk^tions 
SectkMi. 33 Lib^ Street. New York. New York 10045. \B77. 
24pp . Ft:* 

Your Money and 9w Federal nesenreSyMNnp Describes various sev^ 
^ <vice$ performed tiy Federal Reserve Banks. With special emphasis 
on ho¥f currency and oq|f^ m supplied Br^^ dtecti^es System 
^r ict N 9 and how r fidmsA Reserve acticm inmience tfie supply of 
money and bank rrjerves Federal Resenre B^nk of MtnnM|x>ia. 
Office ef Public Information. .^50 Marquette Av^ue. Minneapolis; 
Minnesota 55480, revised 1976, 16pp . Free 



For Teachers: 

A Day ^ ttio Fad. Narrative account of a day s operations at the Nm/ 
York fe^^ai Reserve Bank Covers a Federal Open Market Com- 
mittee meeting, k^nk examinations. nr»onetary policy ^tivities. 
electron«7 fund transfers, arxi tfie Federal Reserve s responsit^ili- 
ties as tt^ goverrVT^nt s fiscal agent Fed^^al Reserve Bank of New 
York. PutHicattons Sfction. 33 Liberty Street. New York. New York 
10045. 1976. 28(^. Free 

Bectronte Funds Trmsier: The Fidtira Is Now. iden^qes many of tt>e 
common compo nent$ of tte interrelationships between maior EFT 
networks arKl systems ip the ns^tnyn and in the Ninth Federal 
Reserve DistrKit Federal B ©serve Bank of Mmneapolts Oiftce of 
Public Information, 250 Uerquette Avenue Minneepolis. Minne- 
sota 55480 1976. 46pp Free 

f ed eral Raaenfe at fknk. Discusses in layman s tanguaqe the role of 
tf>e Federal Reserve System in our nation secoTKKny Outlines prin- 
ciples and tocris of nK>netary policy Emphasues Federal Reserve 
policy m «:hon. plus monetary policy limitatioc^ ar^ ^ivantages 
Federal Reserve Bank of Richmond. Bank and PutHic Retattorrs 
Department PO Box ?76?2. Richmond, Virgmia 23261. 1974. 
35pp Free 

Hiflatkm: An Extreme View Fed^^^eserve Bakk oi J^mmipofis - 
Qitarierfy Revtew. Winter I978.'^ed»al Reserve Bank of Minne* 
apc^is Office of Public Inforrr^ticn. 250 Marc^ette Averse. Minne- 
apc^is, Minnesota 554W. 1976. pp 7-13 Free 
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Pemn Q p ^ i Howi. Otscussas the prebtoms faced in trytng to 

translate broad polfcv obiactivos ol the FOMG mto day^OKiBy oper- 
at»ons of the Open Marltet desk Federat Rea^e Bank ot New 
York PiuWicatKms Section 33 Ltberty Street. New York. Ne«tf York 
10045. 1^74 47pfi. Free 

RalloMl BMfimMVkMm^ffmfh kfeea tHai CtiaMnj* Bomm EHoto- 
llshed Views oC fHiHey Mak^. Amual Report 1977. FederaJ 
Reserve Bank of Mtnneapolfs Officb of PuWic InfonfVatKM. 250 
Marquette Avenue. Minneapolis. Minnesota 55400 1977 I7pp 

^ MlKtlons from Klslonr» Ihm Miiwas f ian i FecMral Reservw QotIl 

OutMnes ongin and evoluttoaot the Federal Rewrve Sy^em and its 
rofe i«tt>e nation s credit structure Particular attention isdirected to 
trie Minneapolis Reserve Bank - Federal Retefve Bar^ of Mmne- 
apolts Office of Public Infor^tion. 250 M»^uette Avenue Mmne- 
apolis. Mim^ta 55480. 1973 39pp . Frae 

The Federa^lasenNi Sya^: PUfpoaes and Ftaie^em. The\text 

• txx>k of ffi^ Federal Reserve describes the structure, functions, 
and obrectives of ttie Sy^em Explains how ttie System reflates 
ttte flow of money and credit, with chapters devoted to an explic- 
ation of monetary policy and the Fed s role in the economy Publi- 
catic^is Services. Division of Administrative Servk:es. Board erf 
Governors of the Federal Reserve System. M^ashin^on. D C. 
206f>1 revised 1974 128do Fft^^^l single copies only t 



Audio-Visual Aids 

In nesetve-Nfnth OftlHet Federal fl eae n re BaNt Film; 22 mm . 
color, sound; Study GuMie Services provictod by the Regional 

, Reserve Banks for commercial banks and ttie general public mm 
described Reiates how tt>e Federal Reserve monitors the Qconomy 
of tfw Ninth District represents these econcnnilfe conotticKis in 
national monetary policy decision iTiaking Avail^>4e Shidy Guide 
provictes ^ilmconteilt review suggeshons for effective fHm use. and 
supplemental mformahon on ttw Federal Reserve Sy^em Federal 
Reserve Bank of Minneepoffs Office of Put^ Infixpiation. 250 
Marquette Avenue. Minrmipolis. Mirmesota 55460. 1978 (A\«tl^ 
^e for loan wittun me Nmm Federal Re^fve District ) 

Money. FHmstnp 1 4 mm . color, cassette tape OutlNies the historical 
cvigins of money frtwn commodities to coins and currency to credit 
Descr ^)es kxmdinq of f ederal Reserve Syi^em to control and statH- 
ii^e the money supply. ^ the funchons of the Money Department 
of todays MmnecHXTlis Fed Shows ha^ a>ms and currency sre 
received sorted counted, destroyed, stored and cirtnilated arK^ 
how forgeries are dented fedemi Reserve Bank of Mmneapola. 
Office ol Public Information. 250 A^rouette Avenue. Mmnec^ts. 
Minnesota 554M 1975 (Available for loan within Ninth Fectorai 
Reserve District ) 

tlie Fed . . .XXir Canlrai Bank. Film. 26 mm . color, sound Discloses 
the purposes and functions of the Fed ^ ttm central bank of the 
United States Availatikf from all 12 Regitmal Fecteral Re^rve 
Banks and Publicattons Services, Division Administrative 
Services Board of Govemirs of the ffH^B\ Re^rve System. 
Washington. D C 2(^51 



Simulation Game 

You re Tlia B a nk er. Players assume rolps of commercial barkers and 
^ant or refuse loans to bank customers , Their decisior^ affect ttie 
economic well-betng ol customers ^td ttie ectmomtc heirtth of the 
local commtmNV Decismnsalsoaffect the ammintr^ earn inc^ the 
bank rAcefvf>s and ffw» bar^ with ttie tnqhest earnings wins the 
game Plaver^ learn tiasic economic pr incites related to mor^ 
and banking and the f^i*^^ Reserves mor^tary policy and dis- 
countir^) role Federal Reserve Bank di Minneapolis. Ofhde of 
F^iNic Information 250 Marouette Avenue. Minneapolis, Mtnne- 
sola55480 19/3 $15 00 per classroom set 



Answer Key 



SECTIONi 

AcUvity 2 ^ 

4. Money is vafjElf ble because you can uSe it in ex-* 
change for 36<^s and ^rvrces you need or want 

5 Marbles wtt^j^ 'have to be generally accepts in 
exchange for goods and services in payrni^-of a 
debt to be considered money ' Their intrinsic 
value IS not important 

6 Physical: money must be easy to carry arbtifid. 
divisible, and easy to store. \ 
Non physical Money must be generally accept^ 
and must measure value. 

Review Questions « 

1 c 

2 b . ^ 

3 Money is anything that is generally acceptable 
in ex^tange for goods afKl services. 

4 A mediunvof exchanges-exchange $4.98 for a 
record. 

A store of vali^— save $5 a week to buy a 10- 
speed bike. 

A measure of value -the bike you want is worth 
S1CX). 

6 c 
6. e 

7 e 

8 d 

9 Exchange with cash, usa of checks, use of 
credit cards, use of elactronk; funds transfer. . 



SECTION II 

Activity 6 * ^ ' 

( 1) 1 To accept and safeguard customer deposits. 

2 To collect checkbpok money. 

3 To make loans to businesses and imiivkiuals. 

(2) A deposit that can be withdrawn without advance . 

notice 

(3) A deposit that earns interest, is deposited for a 
penod of time, and requires advance notice for 
withdrawal 

(4) A written order to transfer funds. , 

(5) 1 Investing some deposits 

2 Lending out some deposits - 

(6) Subtract interest charges from the face value of 

^h^ loan 

(7) 1 Direct savmgs of individuals to wtmre they can 

be used by busihe^es ard individuals for invest- 
ment and spending. 



^ j ^ 2 ShQrten the time funds are not "working by ef- 
% * fici^nt check cotlectix)n and transfer of funds, ) 

Review Questkms 



1 

2. C V 

3. b \ 

4. C 

5. b 

6. a 

7 c 

8 b 
9. a 



SECTION III 
tivHy 2 



\SE 



(\) ^m has $0.35 in reserves so he will be able to pay 
each depositor $0.05 (5 x .05 - .25) arKl still have 
$.10 in reserves 

(2) Two depositors withdrawing all their money means 
a total withdrawal of $0.50, Sam only has $0.35 in 
reserves so he could not give tK)th depositors ail of 
their money. r.y' 

• (3) It is very unlikely under normal circumstances. 
However, special economic reasons, seasonal or 
temporary conditions, or psychological concerns 
of depositors may cause many people to A^ithdraw 
mor^ey on a given day, 

(4) The Federal Reserve System would make a short- 
term loan of $0.1 5 to Sam so he could pay off his 
expositors. On Friday A'^noldwtHikl repay his $0.90 
loan, and Sam couki pay t)ack his loan with interest. 

Activity 4 

{ 1)1913 
{ 2)EldStk:. 

( 3) Money (money and credit). 

( 4) Monetary. 

( 5) Quasi-governmental. 

( 6) Pertaining to taxes, public revenue, and public 
debt. 

{ 7) One who acts for. or in the place of, another 
person or group by its authority 

( 8) The Federal Reserve System, as fiscal agent for 
the U S Treasury Department, handles matters 
dealing with taxes, pubtic/evenue. and public 
debt by authority given it by the U S, government. 

( 9) As a banj^ers' bank, the Fed provides loans and 
essential servk:es to financial institutions, ttiere- 
by helping everyone. 

(10) 1 Accepting and safeguarding customer de- 

posits 

2. Collecting checkbook money 

3. Making loans to businesses and individuals. 

(11) These responses wilt vary with different students. 
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Review Questions 



•.#t 



1 

2 

4 

5 
6 
7 
8. 
9 
10 




ION IV 

ivity 1 



( 1) A chi^k is acceptable in exdumge for goods or 
services You don't have to keep a lot of cash on 
hand to pay bills and make purchases. Checks are 
safe and easy to send through the mail. 

(2) (t was quicker to exchange burKiles of che^s at 
coffeehouse with tfie QthertNink messengers 

lan to go ^11 the way to the messenger's bank. 

(3, ^toston. 1681- The FurKl at Boston in New 
England.' 



(4) a. Growth of cities. f 

b. improve transportation. 

c. Ctie^, uniform postal rates. ^ 

(5) To avoid pa^wg "exchange cf^iges." Corre^DomferH 
t>anks had an agreement with each other wtiereby 
no exchange charges were made. 

(6) i I provided for a national chrok coring and collec- 
tton center, 

(7) a. Seller deposits tHiyer's check into his' or her 

checking account at a kx:al bank, 

b. Local bank deposits ctieck for credit at its Federal 
Reserve Bank, 

c. Federal Reserve Bar* sends check to the Federal 
ResMfe Bank in the district where the bu\^r has 
a checking account 

d. Buyer s Federal Aeserve Bank sends check to 
the buyers local bank whk:h deducts it from 
buy^ s checkmg account balance. 

e Buyer s tocal bank authorizes Federal Reserve 
Bank to deduct the^itKHint of the check from its 
reserve account 

Buyer s Federal Reserve Bank pays the seller s 
Federal Reserve Bank from ite share in ttie Inter- 
distnct Settlement Fund. 
Seller s Federal Reserve Bank credits the re- 
serve account of the seller s t»nk arKl the sel- 
ler s bank credits his or her checking account for 
the amount of the check 



f 



(8) 




(9) Magnetk: ink characters are used for the electronic 
sortir^ of ch^ks at Federal Reserve Banks and 
regional check processing centers. 

Review Questkms - ^ 

lb 

2.d . ' 
' 3.b 

4. d 

5, d 



SECTION V 
Activity 2 



'irowitt of the Monty Supply 
m Abm at $lpe Hmm Otpocit* m 



Cm $100 



$100- 
5300 
$100 



100 



H9 



•16 



• 11 



8 «lVv vivtivttiixx 



Review Otmsttons 

i;b 

2 c 

3 c 

4 d 

5 d 



AnawnH^^ey continued on next page. 
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SECTION VI 
% ActMty 1,P8rt2 

More 
Less 

Activity 1. Part 3 

Case 91 

1 Demand tor, increase. 
2. Demand, right 
3.4.5.6. 



* Price of 




^ Ouffntftypl Morwy Borrowed 



7. Up. 



Case #? 



Sii^y and Denwd for All Coo<h and Services 
Price 




0 



Qu^tity 



1 . Supply of. decrease. 

2. Supply, left. 
3.4.5.6 





d 
















p 




• 

I 
f 
1 




o 








Q 


X>itfittty of Ktoney SorriMMd 



Pfpcogoes down. 
Gfap^ #3 

Demand wtfl go up. 



and [>efna»)d for All Goocb and Services 

rt-ice 




7 Up 



Review Questions 

Id 

2 a 

3 c 

4 d 

5. b 

6.3 

7 c 

a.c 

• 9.C 
10 . If 



Activity's 

Graph # 7 



ERIC 



Supply ^ Demand for Alt Goods md Services 



Price 




Price goes up 



■ ^ 



14 



Quantity 



r 



Section I Meney 



About This Sectipn ... 

Money performs important function in today s society. Section.! will help studerjti^ 
identify what money does for them and its role in an economic system such as our^ 
Knowiedge of the functions and forms of money will provide students with the 
necessary background to study the topics of banking agd the Federal Reserve System 
in later sections. . 

Gdneraiizations: ^ 

• Money » anything that is acceptable in exchange for goods and services. 

• Money represents a |ool of a modern and complex economic system. 

• Money can take any form ai-Jong as it is.accepted as|tj a medium of exchange. (2) 
a stpre of value, and (3) a measure of value. ^ ' ^ 

• In a modern economic system, money should toe <1 ) a medium oi exchange. (2) divisible. 
. (3) stable in value, and (4) difficult to reproduce. 

• Modern types of money are coin, currency^ and checks, but Ithahcial transactions can 
also be made without money, by means of credit cards or electronic funds transfer. 
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Activity 1 - !r^ch^nge Escapade ' 



OUTCOME: By experiencing ar^ identifying the inefficien- 
cies of barter, students will see tfie n^M for a 
medium of exchange - 

T/me- 



Discussfoq/ SimulatiOf\ 

Materials Needed: 

Exchange Escape Cards 



f5 min 



Acthrity Instructtams: 

Begin this activity by asking students to identify the ten 
most important inventions for the development arKi mainte- 
nance of a mcxtern society as we know it in the United States 
today Allow the students to discuss ideas ^mong them- 
selves and to attack on^ anottier s ideas so they i:^in to see 
the complexity and difficulty of the task you have given 
them. * 

• After a few minutes of unstructured discussion, make a 
list of inventions on the-Gbalktroard. tf rpore than ten items 
are listed, conduct a vote for the'ten most important inven- 
tions«by allowing each student to vote for ten. Tally the 
ballots and analyze the results using the following ques- 
tions 

• Do the items listed help people work more efficiently? 

• 'Are the items listed useful to a small or a large number of 
people'^ 

• Under which broad cat^ory of service do these items fit? 
lagricuiture. communication, distribution, education, en- 
ergy, labor, management, production, professional, trans- 

• portation. etc J 

• Is money or a method of exchaR^ing gocxls or servk:es 
listed? • . I 

• Do vou think money shouki be includedbn a lifii suph as 
this*^ Why or why nof^ 

Opinions on the last question shouki vary greatly at this 
point To clarjfy the special function of money in a complex 
society, continue this activity with ttie Exchange Esca- 
pade game. 

Select fen students to becon^ game players, and direct 
them to pliace their desks lo a small circle in the center of the 
room Direct the remaining^^todents to place their desks 
around the game, players in a fishbowl arrangem^nt The 
observers should be far enough away from the game play- 
ers to allow for their movement 

Supply each game player with an Exchange Escapade 
card Each card represents an item or a ^rvice Each card 
also provides the owner with simple directions. One card- 
holder IS dissatisfied with ttre item or service he or she 
owns, while the others are -haopy with what they have The 
unhappy owner attempts to exchange a hammer for a tran- 
sistor radio. The remaining nine pla^rs will only trade the 
items or servk:es they possess for the particular things 



I 

stated on their cards. The teacher may Want to choose an 
outgoing and intelligent student for the^dissatisfied owr^r. 
^ since this person is res|:x)n$ibie for keeping the game mov* 
ing. 

Begin the first exchange round by allowing the unhappy 
owner to try to exchange his/her hammer for the desired 
Item, a transistor radio. The owner of the hammer should 
first find o^t who has the radio and should then try to ar- 
■ r«nge an exchange. The owner of the radio should follow 
the instructions on the card afKl only trade the radio for a 
haircut. At this point, the teacher can suggest that the owner 
of the hammer could try to trade the hammer for a haircut in 
order to obtain ttre radio. Continue this procedure until the 
unhappy owner has finally received the item he or stte really 
wants and all players are satisfied with the items or services 
they own. following their instructions on the cards. 

While the class is still in the game position, discuss the 
activity using the questions listed below for g^me players 
f and oteervers; 

Outside Observers ♦ 

1 What items or services were present in this society? What 
fraction of goods and servk:el cto these ifems represent 
in a society such as the Unitelt States'' 

2 What forced the unhappy owner to make- so many ex- 
change^? . . 

3. Dc^s the pr 3blem you have just observed ever exist in 
reality? Explain. 

Game Playws 

1 Is It realistic for different people la value items/servtees 
differently? Explain. 

2. What determines vali^'^ 

3. What feelings did you have as you played this game? 

4 How could you eliminate this problem from recurring in 
ypur society of ten? 

Teacher Option: 

To irrcrease stuaent participation, the instructor may wish to 
divide the class into groups of 10. Each^roup would then 
experience the simulation activity. Discussion could pro- 
ceed in small groups, * ^ 
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Activity 2 - What is iVIoney? 



OUTCOA4E: Students vM be able to write a ctofinitk>n of 
^ money in finns of its special chanK:teri5tics 

and fufKtions. 

Ca^ha^tudy • Tiffie: 45 min. 

Male}^ Needed: 

Rmoing T - Welsh's Warefiouse" 

Reading - Commodity Money . 

Reading #3 - Your Money 

Transparency 1^1 - M^ney: Wha^t Gives It Valu4?" 

TransparerKy #? - Characteristics of Money'' 
^ TransparefKy #3 - Functions of Money 



Acthrity'lnstructiohs: 

Direct the students tcrcount off by threes and form groups 
according to their numbers^ Eacn group is4o rev^w of^ of 
the selected r >adings. Assign each group the task of re^- * 
ing the selection, appointing a .spokesperson, discussir^ 
the reading, dnd answering the foll6wing questions. 

1. Summarize yoiir reading. (Tell the ^fgry in your own 
words) 

2. Whaf is a good d^tnition of the term money in terms of ^ 
the reading'? ^ * 

3. What formisi di^ money take in the selection vfou read'^ 

4. What makes money —in any fc m— valuable? 

5 What would have to change if you wanted marbles to 

become money'? 
^What physical characteris^lls must money have to be 

considered money'? What norvphysk:al characteristk:s? 

Upon completion of the group work, each spokesperson 
shoukl report the group s answersto the total class. Trans- 
parencies # 1 , #2. and should Moused to illustrate gener- 
alizations made m culminating classroom discu^ton. 



Activity 3 - How Do ^^e Know 

"Our ?yidney is Valuable? 



OUTCOME: Students will list the costs and t^nefits of 
counterfeiting and know how a counterfeit bill 
, is detected. 



Time: 45 min. 



Worksheet/ Readir^g 

Material^Needed: 

Wort/sheet: Counterffiittng * ^ 

R fading «4 ^ "Genume or Counterfeit (See AddTlionai 
Materials ) # 

Instructions: 

^le are to have faitfi in the ability of mopey to be: 

Jiumof exchahge 
^e of value, and 
Isure of value. 

1^ n^t be confident that the money th^y have is valu- 

ftribute the Worksheet: Counterfeiting. ' Direct each 
pent to follow ^e directions explicitly and answer all 
^tions. Inform the class that a Fe<|eral Reserve publica- 
Genuine or Counterfeit, is Assigned at the end of the 
)n. Make these pamphlets avaUable to students, 
:uss this activity upon completion using the fottowing 
queslUms: 

1 Why is dlJ&Ne^itmg illegal? (If people couW make t heir 
own money, sB^uch would be made that it wSufe be- 
t;ome worthless and, eventually, not acceptable. J 

2. What wodRd happen if there was ma- ive &oun'erfeiting? 
[ People would be unsure about the value of thuir money, 
they would be reluctant to accept it in exchange for goods 
arwl services ^nd would have difficulty getting others to 
accept It in payment for goods and services I 

3 What keeps more people from counterfeiting ? : Difficult 
arTdcomblicated methods used to produce currerKv jsc 
of ^ hiqh n^Mlity of DauHf not oenerallv av;iiianU> .,ias 
aqainsl counterfeiting, detection of counterfeits jnc^en- 
forcement of counterteitinq laws Dy trie Secret Service i 



Teacher Option: % • 

Students seern parttcuiariy interested in the criminal as- 
pects of counterfeiting. Contact {onnvite into theclassroom 
if possible) a Secret Service reotesenfativH to find out more 
at>out the number of such crimes, the punishment, and the 
reasons for punishment. 
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Activity 4 - How Are Modem Financial 
Transactions Made? 



OUTCOME: Students .v^W know the four wby% finaricial 
^ transactrons can made and tdentify writing 
checks as the one nrrost frequently used. 

Survey/ Discussion '^J Time: 45 mm. 

h4aterials A/eedod; / 
F/nanc/a/ Transaction Survey form 

Acthrtty Instnictkms: 

In this activity the students are to cateulate the percentage 
of financial busir^ss their family does with cash, checks, 
credit cards, aixl eiectronk: fuixis transfer ideally, this as- 
signment should be given over a vi^ekend. but an e\^irtg is 
sufficient to qoliect interesting and infonr^tive data. 

Distribute to every stuient a copy of the Fir^r^ial Trans- 
a<^ton Survey Form. Assign them ^ task of completing the 
form by an agreed-upon date arK^ d/rect them to ready to 
discuss the results. (Note: No £K:tual number of dcNIars is 
asked for or desired on the sui>ey form. Stress to tt>e 
students ttrat thrs activity is not designed to collect informa- 
tion on family incoir^ or spending habits.) 

During a follow-up discussion, have students compare 
the percentages of househoM expenditures made using 
cash, checks, credit cards, and electronic furvjs transfer. 
Explain how using a credit card does not complete a finan- 
cial transaptbn. It is only a means of borrowing money tfiat 
is to be paki back at a later date -usually within 30 ctays to 
avoid extra charges. Student! may be unfamiliar with the 
corKrept of electronk: transfer of funds. Explain how money 
IS tcansfered from one person or institution to another with 
no check t>eing written. Bank accounts are merely credited 
or debited by a computer. (For t^kground informatk>n see 
"Electronk: FurKi? Tramfer, Ttw Future .is Now" in 'Addf- 
tkKial Materials"). 

From their own survey results, students shoukj able to 
generalize about the relative use of cash and other financial 
tools in their househoMs. The percentage of trans£K:tion$ 
nr^deb^y check usually far exceeds those for cash. Electron- 
ic funds transfer may not be used at all for hou^hokl ex- 
penditures. * ' 
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' EXCHANGE ESCAPADE CARDS 



Hammer ^ 

- Dissatisfied Owner - 

ExcMiange your hammer 
for a transistor radio. 


-.. ■ ■ ...1^ — 

- Satisfied Owner - 
Exchan^ only for a gold pen. 


Transistor Radio 

- Satisfied Owner - 

Exchange only for a ^rcut. 

• 


. - / 

GoldsPe'n 

' - Satisfied Owner - 

♦ 

Exchange only for a steak dinner. 


Haircfut 
. ^ ' Satisfied Owner - 

. / ' 

' Exchange only for eyeglasses. 


Steak Dinner 

- Satisfied Owner - ^ 
Exchange only for a pair of concert tickets. 


Eye{;lasses 

- S^fl^ed Owner - 
^ Exchange only for gloves. 


Two Qoncert Tickets* 

^ - Satisfied Owner - 
Exchange only for two flute lessons. 


Gloves 

f/satlsfied Owner - 
Exchange only fw a ring. 


^-T^^ Two Flute Lessons 

- Satisfied»Owner - 
Exchange wily for a hammer. 
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. WELSH'S WAREHOUSE* 

d 

"Achtung! Achturtg!" the Joud-speaker Glared across the compound of Stalag X. 
What followed was a dismal repetition of orders, details, and regulations which, the com- 
mandant continually remiflded the American prisoners of war, were necessary for the ^ 
of^ation of a' 'Successful {»-isoner of war camp." V *r 

f ' ! . ■ 

Standing in tb& cold December breeze, the prisoners were not particularly 
impressed with Herr Gratz' appeal lor a good camp. As Dave Welsh tmtn'New Jersey 
.commented, "Who the heck wants to be a successful prisoner of war?" On this particular 
KfToming, however, the commandant personally made the announcements and then addg^*^ 
that a- special** treat was in stofe^for the men— International Red Cross representatives- 
would distribute Red Cross Christmas boxes to all prisoners later that afternoon. ' 

In spite of the barbed wire and Germarf guards, there was Stn almost festive 
mood as the prisoners lined up to receive their packages. While not entirely starved at the 
camp, they missed <he variety of "state-side" cooking and eagerljfi^aited the canned 
^ruit, candy, gum, and~even the hard cookies which were usually included in the Red Cross 
gifts. Another item which was important even to Vion-smokeTs was the tobacco and 
cigarette allowance. / . ' 

That evening the barracks were the scene of prcj-Christmas celebrations as the * 
prisoners traded those items they didnt w^t for those they wanted. Razor blades were 
swapped for candy, gum, and soap by some of the prisoners who were young enough to get 
by without shaving. Although Dave Welsh was opposed to being a successful prisoner, he 
saw no harm in being a succ^ful trader, and it was his footlocker which became the 
center of activity in the weeks following a package distribution. With a craving for candy 
and "soap that lathers," he had used his razoi/bJades and cigarette ration to satisfy his 

c ■ ' ' • 



•Adapted from R. A. Radford, The Economic Organization of a P.O.W. Camp. 19^5. 
Reprinted with permission from Economica. 
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* WELSH'S WAREHOUSE* 



needs and also build 'up eViough exfra to satisfy the nee<js of others— that is, if they were 
WiUing to trade with him.- Even the German guards were known to make use of Dave's 
supply of extras, bringing him fresh fruit or eggs in exchange for the 'much-coveted 
American tobacco or candy. * 
At first, the trading around t5ave's footlocker was quite informal and there iw.as 
no particular rule which ma,^^o many cigarettes worth so much soap. However, after a. 
disagreeable dispute over the fact that Dave had charged one man five cigarettes for one 
carjfly bar while charging another three for the same kind of bar, he set u^ rate of 
exchange in which all items traded were given a cigarette value. On the next trade day 
the prisoners watched Dave pin his exchange rates above his locker.; It reaflfc 

NOTICE. TO ALL GIs • . . |. 

From December 1, 194*^, the following exchange rates will ^ 
official at "Welsh's Warehouse": 

1 bar soap = 2 fcigarettes 

1 candy bar = <^ cigarettes - , ' 

1 razor blade = 6 cigarettes 

1 can fruit = 8 cigarettes 

1 can cookie^s = 20 cigarettes ^ • 

* 

Soon Dave's exchange list was accepted by the whole camp and much of the friction over 
unfair exchanges or favoritism disappeared. ^ 
Dave wasn't particularly known for his generosity, but sometimes he w^s^ 
persuaded to loan cigarettes to men who had used up their own rations/ and on the 
occasion of the American group leader's silver weddlhg anniversary he donated some 

cigarettes so that the German cooks could be bribed into baking, a cake. "Welsh's 

< — 

Warehouse" helped to make camp life a little more tolerable. 

In the spring of 19«^^, however, all this changed. With Allied bombing missions 
taking a steady toll of German bridgesand railroads, the German authorities began to use . 

■ • ^ 



SECTION l,,Activlty 2 (Reading #1) 



WELSH'S WAREHOUSE ^ 
prisoners of war as repair crews. Dave Welsh was assigned to one such crew and was^one 
from the camp for almost a «/eek. And what a" week it wa.s— heavy spring rains made road 
and bridge work extremely dilficult, and when Dave returned to camp, flooding had 
swamped the barracks floor and left the contents.of Dave% locker a spg§y mess. Ra^or 
blades had rusted, candy bars had molded, and the cigarettes fell ap^t as Dave lifted 
them from the lock«-. O ■ 

A week ago Dave had been the center of camp life and the men used his 
judgmient as the measurief ai w^hat items should cost. Now he could hardly give away what 
l^t week had been the most valuable items in the camp. One heavy spring rain had 
changed him from a successful trader to just another successful (x-isoner of war. 
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COMMODITY MONEY 
Barter, in its simplest form, is the exchange ofgqods/or services between two. 
persons. Both persons have a real need for the items they obtain in the trade. A 
toolmaker, for instance, trades a stone axe to a hynter for an animal skin. The 
toolmaker's family nee^ the skin to' make a winter coat, while the hunter's family needs 
the ,axe to make fires for cooking. Neither family can produce these goods easily by 
• themselves. - • ♦ 

Barter, however, isnt always this jimple. If the toolmaHbr doesn't need an 
animal skin, he or she^ight stiU traSe for it. Pprhaps the toolmaker's faijiUy really needs 
som6 grain for bread and cereal. The toolnr^er first" trad^an axe for an animal skin, and 
then takes the skin to a farmer and exchanges it for a sack of wheat. In this way, the 
hunter, the toolmc^er, and the farmer all obtain what they need. The animal skin is used 
as a medium of exchange— it enables the toolm^r's family to get what they really wafit. 
Animal ^ios, tools, and graia are thus '^commodity money," ' 

It is^important that commodities used as money keep their value until they are 

traded again. Fresh meat is not a ^o6d form of commodity money because it could spoil. 

Animals are not- ^ good fbrm of commcxlity maiey because they could get sick or die. 

Even if they stay healthy, they are not a* cohvenient form of money because they are 

-. J 
costly to keep, difficult to transport, and not divisible. 

Items used ^ commodity fnoney are not always vital to people's survival. Any 
item that is valued, for whatever reason^ can be used as a medium of exchange. Seashells, 
for example, were a^common commodity money in societies where the basic needs for 
food, clothing, and shelter were met and people could afford to valu^other things. Shells 
were valued as decorations and as charms to v^ard off evil spirits. 

Eventually, systems of exchange based on commodity monies, evolved. People 
could then value one item in terms of another. One society, for example, could establish ^ 
the following exchange rafes: 
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COMMODITY MONEY 

1 animal skin = 3 st<x^ axes 

1 sack of wheat - 30 seashells ' 

1 cow = 2 blocks of salt 

-Such exchange Ytftes would be based on need a^d scarcity and would vary from (Mie 

geographical area to; another. ( 

. Commodity money is an important step beyond barter^ Barter is simply the 

exchange of goods or services without money. But commodity money is a medium of * 

exchange— it is the first true money. " 



} 
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SECTION I. Activity 2 (Reading #3) 

* # * 

t 

YOUR MONEY* 

Some things never change. Primitive cultures had many of the same needs we 
have today— for what we now call "money." 

They needed a way to trade the things they made or raised or hunted for other 
things they wanted. They needed a way to measure the value of things.^ They needed a way to 
save or store the value of what they produced, so that value could be used or exchanged later 
on. They needed money. . 

t 

We're still working on better ways to perform these furKtions—making money 
wM-k as a medium of exchange, a measure of value, and a store of value for future use. 

Without Money We Must Barter 
The ancestor of money was the barter system— where one f^oduct or service was 
exchanged for another. Barter would be a cumbersome way of do|fig business in todays world. 
For example, how many cows would an automobile dealer taka^ exchange for a car? Perhaps 
the car man^^cturer would prefer horses. Then the dealer would have to exchange cows 
taken in trade fw horses^ Our ancestors found t^«y were wasting a lot of time arranging 
' trades, time that could better be spent producing things. So^py sought a better method of 
exchange. ^ / 

' ^ E^ly Forms of Money y 

As an miprovpment on barter, certain popular, measurable commodities came tp 
be used as mediums of exchange. Standard items such as salt, tea, pelts, beads, cattle, or 
grain had general acceptance in trade and were i^ed as money. Thus, a person could buy 
something with a widely accepted commodity. Ahd the seller in turn could trade that same 
* coramodity .for his/her own purchases. This system was em improvement over cfirect barter' 
but was slill cumbersome. Asides, not all commodities could be stored ft>r future use. 



*Ada(^ted from' Your Money and the Federal Reserve System , Federal Reserve Bank 
of Minneapolis, 1976. 
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YOUR MONEY 0 
Coins Serve as Money 
Primitive people began to use metals, particularly gold and silver, in place of, 
commodities as forms of money. Metals provided a measure of value and wen» easily stored 
or saved for future use. Metal could also be formed' into coins or tokens of different values. 
Early coins carried likeness of kings and emperors, just as modern coins carry images of 



political leaders. 
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Disadvantaiges of Coin 



While coins possess the basic qualities that people require of money, they have 
two major faults. They are not convenient toioarry in large amounts and, more important, the 
y. supply of coins is limited to the metals available. With coins the mohey supply ckspends on 
random forces such as silver and gold discoveries, rather than chi the needs of commerce, 
industry,: and agricultural production. Since the i^f ulness of money is more important than 
the substance it is made from, coins are now used less often than other forms of money. 

Modern Types of Money 

The nation as a whole holds coiywcN-th about $10 billio||L currency worth ^^nit 
$S5 billion, and checkbook money worth about $260 billion. Checks are used to make most 
financial transactions* The amount of checking account deposit's contini^s to grow each 
year—at a rate of approximately $10^ billion per year. 

One relatively new way of making finarK:iaI transactions is electronic funds 
transfer. Electronic fun^ transfer is not, strictly speaking, a type of money. At present, it 

4 

accounts tw cmly a small percentage of financial transactions^ but in the future it will 
become more significant as it helps to decrease the number of checks individuals and 
t . businesses have to write. 
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Money: What Gives it Vaiue? 
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Characteristics of Money 
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J Functions of Money 




Measure of Value 
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WORKSHEET: COUNTERFEITING 
Basic to our stixly of economics is the corKept that people have unlimited 
needs and w^nts. In other w(M-ds, we are all faced with the probfem of satisfying our needs 
and desires. The problem is partly solved if we have items of value that can be exchanged 
for other items. In our society paper money and metal coins work very efficiently in 
obtaining the goods and services that we need aKd want. This is so because either type of 
money is accepted as (1) a medium of exchange, .(2) a store of value, and (3) a measure of 
value. \ . , ' 

\ 

(1) Because money is valuable, we are faced with another problem. How* do we 

obtain money? On the following lines list as many ways as you can to obtain money. 
1. . <f. ' ' 



2. ^ ^ 5. 

3. 6. 



(2) Have you evw wished that you were rich and had an unlimited supply of 
money? Circle one; yes — no. 

(3) Have you ever thought how easy it would be to make your own $5, $10, or $20 
bills? Circle one; yes — no. . ^ 



«f) List the materials neected to counterfei| money. 



(5) What does itwpean to counterfeit money? 
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SECTION I. Activity 3 

COUNTERFEITING 

^ Imagine that you are making' counterfeit money. What are some benefits of 

9 

making your own moiwy? List three. 



are some costs or possible costs to you of making your own money. List 
three. You may wish to review the concept of opportunity cost with your instructor. 



Some ben4|its may include greater accessibility to goo<fe and services. Of 
course, an obvious cost is the possibility of getting caught and facing trial and imprison- 
ment. 

. How easy is it to counterfeit and get away with it? Read the case below. ^ 

'\ Fred and Frita were junior high students at High Roller 3mior High in ^Fat^ 
City. They botWtik^ the same class in printing, a shop course where students learn how to 
design and make their own original posters, birthday cards, stationery, etc. 

Both Fred and Frita had a desire to accumulate as many goods as possible, as 
soonas possible. Money, however, was scarce at their ripe but innocent age. 
(8) What did they do? Guess. 



^^f What would you do, given this situation? 
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COUNTEHTFEnTNG / 
One day Frita got this brainstorm. "Hey, Freddy baby," she ventured, "how about 
you and me going into bij^iness togfether?" Fred was interested, Frita continued, "Witf^all 
this printing. equipment here, we could copy a twenty-dollar bill onto a plat« and produce 
scads of money!" *^ 
Fred replied, "Oh, Frita, you're so marvy!" 
\ So, the industrious duo set-t/irork. First, using the school's Expensive equipment, 
they photographed an image of a real $20 bill onto a special photogr^plfiT printer's p^ate. * 
Then they got some fine off-white paper and some^lack and green ink. By the end of the first 
week's production Fred and Frita had printed, cut, and touched up 100 of these counterfeit 
bUls. 

"Looks kind of like real money," said Fred, "except for the blemishes on Jackson's / 
face." "It even feels good," he continued. Oh well, although their counterfeit bills weren't 
perfect, Fred and Frita were sure they would pass for the real thing. I mean, how many people 
actually check out and scrutinize every bill they get? They probablji look at the amount and 
that's it. 

^ Fred and Frita couldn't wait to spend their money. They each bought food,* 

stereos, new ten-speed bikes, competition skateboards, tickqts to the Silly Savages 
concert — the spending never stopped until .... • ^ y 

One Saturday, while at Frita's^hoiise listening to her big stereo, Fred and Frita 
heard a knock on the door. It was the Secret Service. The Secret Service agents informed 
Fred and Frita that they were being taken to the Secret Service's offices for questioning. 
(10) How did thej Secret Service know gred and Frita's moQ^y was counterfeit? What 

characteristics of a dollar would you look closely at to see if it were counterfeit? Cist four. 
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• SECYlON I. Activity 3 



. . ^ COUNTER'FEITtING 

\ 

check your counterfeit-detecting ability by reading "Genuine or Counter- 
feitr «(^at characteristics of a bill do the Federal Reserve people use for detecting 
counterfeit money? List four. 
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Genuine or Counterfeit? . 



Most industries focu$ their research programs' 
on finding easier ways to manufacture their 
products. t>ut security printers are constantly 
concerned with developing mdre difficult , 
anb mcfre intricate methods. Genuine currency 
is distinctive because it is made throu^ ^ 
a detailed process with special paper and ink 
The complicated and^areful procedures' 
not only' maKe the ^I^Yehcy durable, but al^ 
provide protection dgain^ counterfeiters. 

The most persistent problem for counter- ' 
fetters, ev^n with the latest technological 
knowledge; is the unique style of*the artist 
transniitted to Qach note in the engraving 
process. United States currency notes 
arje printiNd by the engraVed intaglio steel plate 
method, and ea6h feature of the design — 
portrait, lettering, sc^bllwork. and the laCy 
geometric patterns f is done by an artist 
expert in his particiiiar field No photography 
enters into the creation of an engraved note« 
so that a camera cah only picture a note > 
. ahd not make an actual duplication of it. . 
^counterfeiter knows a perfect counterfeit- 
one that would^febl an expert -is prdcticaftly 
impossible, so he must adopt a more m^est 
objective He tends to rely 6n his camera po 
produce work that will deceive an inattentive 
person ^ 

Specially made paper is another important 
protection against counterfeiters. Its quality 
is far^iigher than paper generally available to 
the^ublic and presents a difficult problem 
to Would-t>e wrongdoers Money paper has 
a particular feel, strength, a good appearance, 
and printabihty: it should have long life. 

CanVpu spot a counterfeit? Perhaps the \ 
foHowing suggestions, from the United States « 
Secret Service, will show you how it is done. 



1. STUDY genuine currency. Look closely at the workmanship^ the features. 

2. PAPER used for genuine notes is very high qu^ility. Small red and blue threads 
' jpre in it. but may not be visible if the bill is badly worn or dirty Counterfeit 

• paper rrtay feel different, or may be whiter than genuine paj^er. Threads may 

be imitated by fine red and blue lines made by a pen 
3 RUBBING a bill on a piece of paper is not a good test Ink can be rpbhecfoff 

genuine as well as counterfeit notes. ^ 

4. CONSULT an experienced ifloney-handler if in doubt- a bank teller, for example 

5. IF YOU GET A COUNTERFEIT BILL. /r 

^ • Write your name and the date on the back of it. so yoii san idenfify it later. 

• Write down all the details iabout how you got it; WH&gave it to you? 
WHERE did you get it? WHEN did you get it? 

• Contact the nearest U.S.^Secret Service office, the local police, a 
commercial bank, or any Federal Reserve Bank 

Anyone cqnvicted of passing a counterfeit may be fined as m^jch as $5,CXX), 
' ^ imprisoned for up tq, 15 years, or both. 
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Genuine 



Counterfeit 



Portrait 



Stands out sharply from back- 
ground. Eyes appear lifelike. 
Background is aj^in§ screen of 
regular^ unbrolten lines. 




May merge withbackqround. 

Eyes. etc.. may oi dull or 

smudgy. Backgrdund may be 
^dark. with* someyregular and 
.broken linesi Face may seem 

unnaturally white. 



Seal 



Saw-tooth points around rim 
are even and sharp. 




Saw-tooth points may be 
uneven, blunt, or broken 



Figures are firmly and evenly 
printed, well spaced. On Federal 
Reserve Notes, prefix letter 
always agrees with district 
letter m seal. 



Serial Numbers* 

F 93310058 A 
B86733513 A 



May be out of line, poorly* 
spaced, printed too light or too 
dark Prefix letter may not 
agree with district letter in seal 



Fine crisscrossing lines are 
sharp and unbroken. 



Scrollwork 




* * 

Lines may be blurred and are 
often brqken. 



•AlfhcHigh shown in black h#fe. serial numb^fs on Federal Reserve Notes, the most common type of U S paper 
mormy. are m green Serial numbers on United States Notes are in red Treasury regulations prohitNt r^bfifodu<^ttOn 
of these portions of CMffVncy in color - , 
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FINANCIAL TRANSACTION SURVEY FORM 



Name 




The foUowirig questions should be asked of the head(s) of your household.* 
1. Do you have a checkbook? Yes / No 



s 



2. Wtwt percent of the household monthly bills are paid using cash?, ^ % ■ 

3. What percent of the hcHiseixtld monthly bills are paid by check? % 

4. How many credit cards do you possess? |^ 

» . ■ 

5. What percent of tte monthly hoi^ehold expenditures are charged ising a credit 
card? % , . 

* 

6. What percent of expenditures charged are eventually paid for by djeck? % , 

* 

7. Are you paid by having y^r checking and/or savings account electronically credited? 
Yes N o , . ^ ■ 

8. ^ List the items which are electronically deducted from ycnjr paycheckj 

a. ' d. 



b. 



c. ■ 1 f. . V 

— — 



I .1 



* 
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♦All questions that pertain to inc^e^k for percentages instead of actual amounts in 
orcfe^r to guarantee the respomtent's privary* ♦ 



SECTION I. Rdview Questions * 



!• Which of the following describes a barter economy? 

a. People must pay cash for all goods and services, 

b. People must buy all goods and services from the government. 

c. People must obtain goods and services by trading. 

d. People have to argt« about the value of goods and services becaise there are no 
fixed prices. 

2, Under which of the following circumstances would seashells be considered money? 

a. If you said th^ were money. 

b. If you could ^uy something with themi 

c. ' If they were very rare/' , 

d. If they were difficult to counterfeit. 

e. All of the above are necessary. 

3. Write a definition of moneys 



ft. /list the three functions of money and g|Ve an example of each: 



1. 



2. 



3. 



Example: 



Example: ! ' / 



Example: 



5., Mort Mortar only has bricklaying services to trade for a used car he needs desperately. 
1 Which of the following is true? 

, ■ a. Mort Mortar Is assired of getting the car he wants as long as he is willing to trade 
^/ enough b^-icklaying. 

' b. Mort Mortar cannot tracbs his bricklaying for a cano^ and then trade the canoe' for a 
used car. \ • 

c, Mort Mortar can choo^Jhe car he wants and offer his bricklaying services to the 
seller. f^f 
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SECTION t. Review Questions 



0 



6. In *'hat way does the above example illustrate the inefficiency of barter in a complex 
*% ' economic system? 



r 



a. Mort Mortar's choice of 'cars to buy is limited. 

b. Mort Mortar's task of getting a used car may be very time-consuming. 

c. More than two people and more than one trade may bje required before Mort gets 
his used car. • \ 

d. Mort may not be able to get the used car he wants. 

e. All of the above 

7. Why doesn't barter work in a modern and complex ^gciety? 

a. It is impossible to exchange goods^nd services through barter. 

b. It is Cumbersome to accumulate wealth in the form of goods and services. 

c. People value goods and services differently. 

d. a and b 

e. b and c ♦ . 

8. What is an important reason ^hy i»ing only coin as money would be inefficient in 
today's econofny? * 

a. Coin is teavy to caney-^fomd in large amoun||« 

b. The supply of money would depend on discoveries of precious metals. 

c. Coin is difficult to store in large quantities. 
. d. All of the above. 

9. List the four ways modern financial transactions are made; - —tt 

f 

I. 



2. 
' 3. 
I*. 



10. In electronic exchange of money; 

a. Checks are written{ no credit, cards are i^d. 

b. No checks are written; computers debit and credit accounts. 

c. No cash changes hands; credit cards are used. 

d. Cash changes hands; computers debit and credit accounts. 
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About This Section . . . 

. Cortimercial bnnks and Other financial institutions are vital parts of our economic sv-stpm 
They prOv.de numerous services which, at least indirectly, nffect the I v^SfS^erv 
secondary school student The activities of Section II give students an o?ervil^. o^ 
financial Services with emphasis placed on the umque'functions of the^omml* ^al bank 

, Generatizatlons: 

• An efficient commercial banking system serves a modern economy by orovidina r n 

• The commer-iai banking system provides a meChanismthrough which the savino.: nf 
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Activity 1 - Brainstorming: "Banic" Services 



OUTCOME Students will make a list of services provKjed 
by financial institutions 

Bramstarmmg/Discussfon ^ Time: 15min, 

Activity Instructions;,. 

Lump all financial institutions under the heading t^nks on 
th6 chalkboard. Ask the students to list as many "bank ' seV- 
vk:es as they can on a t>{ank sheet of paper. After a few 
minutes of individual brainstorming the class, led by the in- 
structor, should compile a master list of bank services 
using student ideas. 

Encourage the class to ask questions. Discuss each sug* 
gestion before it is added to the list Tf^ teacher couki ask 
for definitions arni explanations of the servk:es. At this 
point. It is not important that students know the ditfererKi^esv 
between commercial banks, savings and loan a»oCiatian$. ^ 
credit unions, and other financial institutions. 



Activity 2 - Surveying Rnancial Servtees 



OUTCOME Students will discover whk:h servi<^ are pro- 
vided by various local financial institutions an«J 
learn indirectly how banks make a profit. 

Survey rime:30min. - 

Materials Needed: 1 
Finartcial Institution Survey Farm 

Activity instmctkms: ' ^ 

The instructor shoutel empliasize tt^t fifiarK:ial institutions 
are businesses As businesses, ttiey provide goods arKi ser- 
vices 1o their customers. Using ttre "Financial Institution 
Survey Form, students are to contact various kx^l finan- 
cial insMtutions and rea>rd ttie servk:es ttiey provkie. 

Dtstnbute ttie swv^ form amiexfriain its format. ln$triM>- 
tors may decicto. depending on the charact^stk:s of their 
stiKients, the time allowed. arKijhe nunr^r of f imincial insti- 
tuti<Ki8 in the vicinity, how many institutkms each student or 
group of sttklents slKHJkl contact. Busiest ways students 
may find names of .financial institutk>ns to contact (Yellow 
ges. etc ) or assign specific institutiof^s) to each student 
group of students. You may want to notify these institu- 
tions of ttie forthcoming proiect anti perhaps arrange times 
so ttiey can have personnel ready with tf^ desired informa- 
tk)n 

The cbss should write a brief paragraph explainir^ ttie 
IHirpose of the survey and introducir^ ttiemselves. This can 
tie shown or read to representatives at.ttie institutions ttiey 
contact Tell sttKlents to record ttie rame. acklress. ^nd 
f^tom numtier of ttie institution(s| they contact and ttie 
nam^s) of ttva persor^s) with whom they speak 



Activity 3 - Summarizing Financial Services 



OUTCOME: StiKients will diffdrentiaie between a commer- 
cial t>ank. a savings bank, a savings and loan. 
^ and a credit union, and generate ideas atK>ut 

. how financial institutions make a profit. 

Tfansparer}CY/Discussi€m Time: 45 mia 

Materials Needed: . 

Transparertcy^l - "Financial Institution Survey Form ' 

r 

AcUvity Institutkms: 

Utilizing Transparency #1. the instructor should help ttie 
c^ass compile a master checklist of |ill services performed 
by the financial institutions. The class may be divided into 
small groups, if the instructor desires. Then, the students 
should discuss the following questions: 

1 What are the advantages and dis^vantages of each type 
of financial institutk>n? 

2. Whk:h of ttw servk^ offermi have you used? Your pe* 
rent or guardian used? 

3. Which (ir^rK:ial institution wouki ^hi go to if you vented a 
choking account? A savings account? To obtain a home 
loan? To obtain a personal loan? Etc. 

4. Why do the interest rates ctiarged fc^ different types^ 
loans vary? 

5. How do ttie varkH^ finam:ial institutkms make a profit? 
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Activity 4 - The Evolution of Money 
and Banking 



OUTCOME. Students can explam how money and tianking 
have changed through the years and why a 
central twnking system is nroded. 

Filmstrip/Oiscussion Time:30min. 

Matenals Needed: 

Filmstnp - The Role of the Commercial Banking Sys- 
tem (Part 1- The Evolution of Money and 
Banking ) 

iS&e ' Additional Materials ) " 
Cassette filmstrip proiector 

Activity insmictions: 

The filmstrip provides a good transition from the topic of 
money to fhat of tanking. It is suggested that the instructor 
list the questions t>eloW on the chalkboard before viewing*' 
trie filmstrip. ^ ■ 

• How has money changed in form and iaf unction over 
the years? (Before there was money.' therfe was » barter 
system. The types of money used over the years were 
commodity money, then gold and silver, then paper mon- 
ey, then deposit money or checkbook money. Recently 
credit cards and electronic funds transfer have permitted" 
financial transactions without the use of money (though 
this IS not discussed in the filmstrip). I 

' ^f^t'fl®!"®®** for a strong central banking system 
before 91 3? iThe present banking system was too weak 
to handle the demands of a rapidly growing economy | 

• What does the Federal Reserve System do? fit ( 1) holds 
required reserves for member banks. (2) provides an , 

e astic currency. (3) provides a check collection system i 
(4) makes short-term loans to member banks and (5) i 
f jgulat^s the supply of money and credit, I 

• What services do commercial banks -offer? [They (1) 
acceptand safeguard funds. (2) facilitate transfer of funds 
f Imto credit Jor an expanding economy by grant- 

After viewing the filmstrip. the students should be en- 
couraged to discuss the answers to the questions as a class 
btudents shoukl take notes on the answers so that their in- 
formation can be as complete as possible Notes can be 
either handed in or kept by stiN^nts / 



Activity 5^ Wrcular Flow of The Economy 

. ' 

OUTCOME: StiKlents will show relationships between fi- 
nancial institutions, industry, consumers, and 
go>«rnment in our economic system. 

-Model DrawifigLTranspafencies i Time:45miri. 
Materials Needed: ^ ^ ^ 
Transparencies #2. #3. artd #4 



"Model of ttie American 
Economic System " 

Activity if^tnietions: 

In this activity the stujlents will condeptgalize' the flow of 
money through the economy.* The day before this activity 
takes place direct the class to think about where their mon- 
ey and other people s money goes to and comes from This 
couW be used as a short written assignment Stress an 
awarenen of the roles of tt» cmisunwr. producer, govern- 
ment, and financial institutions. 

Transparencies #2. #3. and #4 will be used to stimulate 
student thinking about the (km of money through the econ- 
omy. Shi^w Transparency #2 with symbols representing 
"Producer" and "Consumer." The four "flows" of "Goods 
qnd Services." "Income." "Land. Labor, Capital, and Time." 
and "Spending" are listed for the students to diagram using 
arrows to show relationships between the primary seg- 
nwnts. GivesttKlente tfw oppcHlunity to discuss their draw- 
ii^is aTKf ghra expianatiora. 

Traraparency »3 shows the correct pteK:enfTent of the first 
four fkMM«arKl«kls the primary ^nwnts of Qovemm^nt" 
and "Financial Institutions." Answer any questions about 
the placement of tf^ Aws behveen the "ProdiK»r and 
"Consumer," Eight more fidMs are listed for the student to 
diagram. Discuss drawing^ Make any modifications or 
chang^ sttxlents see necessary for accuracy. 

Transparency #4 shows the complete model of the Amer- 
Iban Economic System, 

, . #_ 

Teacher Option: 

. StiKients can draw their own models on a sheet of paper or 
tim activity can be <x>nductedas a c/as? discussion with stu- 
dents d^gfbming f/ie various Hows the chalkbtmrd. You 

ana y wish to give students a list of the ternary segments and 
all o/ ttm flows and let them draw their o»wi models before 
going through ttw transparency xries. 
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Activity 6 - How is a Commercial Bdnic 
Different? 



OUTCOME: S^nte list the thi^ fuiK:tk)n8 of a com- 
meicial bank and explain the importance of the 
lending and clearinghouse functions. 

Reading/Worksheet , . Time: 60 mm. 

Materials Needed: 

''^o'^'H? - Commercial Banking ' 
WorArs/jeef; - Commercial Banking 

Aclhrtty Instructions: 

Students shouW tie given Reading #1 and Worksheet 
Cc>mmeraal.aanking The.time required to comSTte 

' fS^ ^ ^ instructor shoukl review the readinq 

n^raal banks: (1 ) to hoW time deposits and demand de^ 
customers. (2) to make loans and investmeX 
and (3) to serve as a clearinghouse in the transfer of money. 

Note to instrw:tor: 

that commemml banks can {if keep money working in the 
fpoiHmybyissumgfoansa,^(2}l^n^^ 
the use^ checking accounts. These are two diftkutt con- 
cepts, and they deserve further explanation. But should the 
^ before or afteTZ c^, 

af^..J ,.f?'^J.^^^'^^ ^y^*^"" ^« "^en introduced? 
Because of the influence the. Federal Reserve System has 
f^P^oans and money transfer, the authors have chosen to 

banks create money through loans: 
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FINANCIAL INSTITUTION SURVEY FORM 

Name 



Financial Institutions 



ices: 




Bank 


S&L 


Credit 
Union 


Private 
Loan Co. 


Other 


savings Accounts 
(indicate interest rate(s)) 


■ 






• 




Checking Accounts ' 










-* 


Home Loans 

(indicate interest rate(s)) 












Business Loans 
(indicate interest rate(s)) 









- 




Personal Loans 
(indicate interest rate(s)) 




Ml 








New & Used Auto Loans ^ 
(indicate interest rate(s)) 




\ 




/- 




Hon)e Improvement Loans 
(indicate interest rate(s)) 








- 




Investment Adviser 












Trustee and/or Executor of 
Estate 












Traveler's Checks 








• 


\ 












J 


Drafts 












Cashier's Checks 








♦ 




Wire Transfer of Funds 












Saf e^Deposit Boxes 












Others 
(^>ecify) 






% j 
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Instructions: 



Visit or phone one or all of the above financial institutions, identify yourself 
as a student obtaining information for a school project. Explain that your project involy^ 
completing a survey form on services offered by financial institutions and that you'd also 
like to list interest rates paid and charged for savings accounts and loans. 

AH 



SECTION II. Activity 3 (Transparency #1 ) 



Financial institution Survey Form 

^ Financial Institutions 



Services: . Crsdlt Private' 

Bank S&L Union Loan Co. Other 



Savinga Accounts 
(Indicate intwBst rate(8)) 












CtiecKIng AoocHinte 












Home Loans, 

(Indicate Interest rate(8)) 

^, — • 












Business Loans 
(Indicate interest rate(s)) 


« 


V 








Personal Loma 
(Indicate Interest nite(8)) 










• 


New & Used Auto Loans 
(Indicate interest rate(s)) 












Home ImDrovotnent Loans 
(indiate interest rate(8)) 






• 






Investment Adviser 












Trustee and / or Exe^tCNr of 
Estate 








\ 


* 


Trav^rs Checks 












Foreign Money Exchange 












Drafts 












Cashier's Checks 












Wire Transfer Funds 












Safe Deposit Box 












Others - Specify 













r 



Oof 3) 




Gciods^ Services 
Income 

Land, Labor, Capital, Time 
Spending 





1^ 



\ 



'1 



t - i 





' .1 






Taxdi 



I a l pe Hdlng & Services 
Xaxe* J f ^Btndlng& Serviced 
i- \oem & Interest 



'iMv(hoii 



I 



it 



.lotfns&tnter^iM 




V. 



1 # . 



t 




SECtrON II. Activity 6 (Reading #1) 



Commercial banks are important financial institutions. The orderi^ operation of 



^ COMMERCIAL Bi«kNKING 



our mo<lern economic system depends upon the functions performed by these banks. What are 
these functions and why are they important? . $> 

Major FufK:tions of Commercial BankS 

Commercial banks accept and hold their customers' deposits. Commercial banks are 
the only type of bank that hold demand deposits. Demand deposits arc deposits that can 
be withdrawn without advance notice. They are also referred to as "checkbook money" 
or chf eking accounts. To withdraw demand deposits you merely write a check . A check 
is a written order to transfer funds from your accoimt to an individual or institution 
req^ring payment. Because they can be wlti^rawn at any time, no interest is paid on 
demand deposits. 

♦ • . ■ ' 

Time and savings deposits are two forrfis of savings accounts. Time deposits hold funds 
which are deposited for a period of time, such as one or two years. Savings deposits 
(e.g., passbook savings) are sometimes more convenient because you can make deposits 
and withdrawals at will, although you can by law be required to wait 30 days to receive 
your money. Time and savings deposits earn interest. They are the only types of 
deposits held by savings banks or savings and loan associations, while commercial banks 

V 

also offer time and savings ^counts as a convenience to their checking accoimt 
customers. 

2. Commercial barrfis fnake loans> Commercial bar^s earn m<K^y in two main ways: by 
investing and lending out some of their deposits^ A businessperson who needs to 
purchase new merchandise for the coming season can pledge his/her inventory cw other 
assets to secure a4oan from a bank. Interest must l» paid cm the loan, but this is still 
rViore efficient and {M-ofitable than selling the inventory or other assets at a loss to 



vSECTlON II. Activity 6 (Reading. #1) . ' 

finance the purc^se. By securing a bank loan, the businessperson can purchase the riew 
^ stock and repay the loan within a specific time period. The interest charges are 
sometimes subtracted immediately froffi* the principal, the amount of nponey the 
borrower receives as a loan. For instance, a person taking out a $100 loan could receive 
only $88 because of a $12 interest charge. This is called "discounting the note.** If the 
loan is not discounted^ the amount of the loan plus interest is repaid either at the end of 
^ the loan period or iq^ monthly installments. ' 

^' Commercia l banks transfer checkbook money. In ocder for checks to be an efficient 
means of receiving and making payment, there has to be a system for check collection. 
A businessperson receiving a check for payment deposits it at his/her commercial bank. 
The commercial bank, in turn, sends it to a "clearinghouse" or a Federal Reserve Check 
Processing Center. There the check is sorted and delivered to the bank whos^ name 
appears on th^ check. The account of the person who wrote the check is debited (the 
ch^k amount is subtracted from thfe balance). Similarly,^he businessperson*s money is 
collected by the commercial bank and his/her account is credited (check amount is 
added to the balance). Now the businessperson can, in turn, pay bills by writing checks 
on his/her account. By acting as a clearinghouse--that is, by collecting checks and 
transferring funds from one accouht to and^ther— commercial bai^s make checkbook 
money an efficient medium of exchange. They shorten the time funds are not working 
in the economy for Individuals and businesses. >• 
Importance of Commercial Bank Functicws 

Through loans, commercial banks direct savers' deposits to where they are needed. 
When individuals, institutions, or businesses have extra money, banks lend it to oth^rr 
for investment and spending. Money, then, does not lie idle when it can be used by 
someone else and add to the productivity of the economy. The commercial bank, along 
with other financial institutions, makes possible the use of available funds in the 
economy. / 



3ECTI0N II. Activity 6 
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WORKSHEETi C9MMERCIAL BANKING 

Name 



1. The three mapr fivictlcMis of commercial banks are . . 

» 

a. _ . ' ' 
c 

2. What is a denfiand deposit? 



3> What is £^time ^^eposit? 



4. -What is a check? 



/ 



5, Commercial banks earn money by , . . 



V 



b. 



•6. What does it mean to "discotnt the note"? 



7. Comm«-cial banks are important because they 



b. 
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SECI^N It, Review Questions 



9 

1. In what way does a commercial "banl< differ frOm a savings bank? 

a. A commercial bank does not take savings accounts. 

b. A commercial bank does no,t make loans. 

c. A commercial bank deals only with businesses. 

d. A commercial bank takes checking accounts. 

2. I^ihat is not a function of a commercial bank? 

a. Providing checking accounts to customers 

b. Makihg loans to bminesses and individuals 

c. Regulating the money supply in the U^S. 

d. Collectings checkbod< money through a clearihghouse 

3. . What is not a function of a central bank? 

f a.' Makes loans to member banks 

b. Offers high-interest savings accounts to the pd[>lic 

c. Provides a natiohal clearing system for checks 
' d. Distributes currency and coin to banks 

. 4. Which of the following is a primary soUrce of income to a bank? 

a. Rental of safe-:deposit boxes ' 

b. Sale of money orders, traveler's checks, and savings bonds 
c Interest it earns on loans 

d. Service charges on checking accounts 

5. Demand deposits: 

a. Earn interest. 

b. Can be withdrawn at any time by writing a check, 
c 'Make iq> a small percentage of our money supply, 
d. All of the above 

6. Time deposits: 



a. Earn interest. 




b. Can be withdrawn at any time. 

c. Are held ot\\y by savings banks. 

d. All of the above ^ 

7. A commercial bank: 

a. Pays customers a highep Interest on 5avi(5gs accounts. 

b. Provides customers MjKh only checking, accounts. 

c. Provides customers with both checking'and savings accounts. 

d. Grants only short-term loans such as a new car lOan. 
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SECTION li. Review Questions 
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, 8. Which of the following rpake most of the money suf^ly at any one time? 

a* Coir» 

^ b. Demand deposits 

c. Paper money 

4* Credit cards 

9. 'if a loan is discotgit6di 
1- 

a. Interest charges are subtracted from the principal at the time the loan is made. 

b. The loan is granted at an interest rate lower than the normal lending rate. 

c. It has not been repaid by tlw borrower as agreed. 

d. The bank has decided not to collect on the loan. 



1 



/ 



r 
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Section III The Federal Reserve System 



About This Section .. . . 

The Federal Reserve System (the 'Fedl was created by an act of Congress in 1 91 3 to 
serve as me central bank of the United States This section first examines he Problems 
fn our banl^ng system before the organization of the ^^ederalResen/e System^^^^ ^ 
discusses the purposes, the functions, and the organization of the Fedej^l Reserve 

It emphases the Fed s independent, quasi-governmental structure in regulating 
the money supply in a free economic system. If the Fed were less independent 
short-terni pressures could prevent it from achieving its long-term policy objectives. 

/ 

Generalizations: 

• The Federal Reserve System was established to clear checks and provide loans to 
banks Its major functior. now is to regulate the supply of money. 

• The Federal Aeserve System is an independent, quasi-governmental agency. 

• The Federal Reserve System consists of 12 regional Poserve Banks and 25 branch 
banks supervised by a Board of Governor^ in Washington, D.C. 

>. • Regional Rese. ve Banks provide member commercial banks with numerous servic^: - 
su^p?ymg coin and currency . providing safekeeping facilities, functioning as regional 
check collection centers, and making short-term loans. , 



AetMty 1 - Bank Panic 



OUTCOME: SftiKlents gendrata ktora atxMit inrh^ the 
cdusTO and effectsof mats wtthdrawais of tef^ 
deposits couW be^^^^,.^^ 

tmnsfi^mKy/ Discission I ^ Time: ISmIn, 

MsterMs Needed: 
Ttmtsparency $1 



1 



What Is Happening Here? 



Stww ^udants Traraparency #1. Ask ftiem to think aiXHit 
«i4tat is tiappening ha ttie ptwtograph and why . Alkm 
mmutds for stud^ts to study. tfid phi^ograph ami then 
dtecusa with ttiem ttie foitovinng auctions: 

• What coCrtd influence people to withdraw ttieir money? 
- l^fonomtc rea^VTS— a recession, un^pk^yment, tack of 

credit, more attractive investment opportunities; sea^>nal 
or teiBPOfarY mnditf^S'^i^ plmting. droi^rhts. bad 
_ I. purchase of new invehtbnes, lags in ccK^umer 
spending, excessive and ur^iAual spending nMds; psy^ 
ctnMogk:3l and em>tk}nBl reasons— concern for safety of 
funds, distn^ of banks, influeihoe of wittidrawafes on otf^ 
^depositors.] ^ •« . . 

I wo^rfd be hial by man witftdrawato? (Everyone! Tlw 
depositors woukf k>8e their mor^. creditor would not 
get paki. tfie bank woukJ ^ mjt of tniainess* emftoyeed" 
wouki tose their k>bs. stockhoWers wmAd lose their in- 
vestment$, a diain^rejctidn may t>e set crff cai^ng ma& 
wittidrawals in otiwr banfcs. ard tfm econgnik: acti^ of 
the comniinity wouM be ctepres8ed4 ^ 

• Wtiat wotAI hi^^n to a k>ank if every permn wanted to 
witfKJraw his/her money? fH^ bank couki rH>t Hom^ 
everyone's demi»Kte for money. have i frBctkxy/BAie- 
serve system: banks hold only a fraction of a perron's de- 
posits aa reservM. Most of ttie depostte wtm ktve^ed ip 
securities or loara ttiat canned be qutekly converted to 
caah. If every depositor tried to wittKfraw his/her mcM^. 
there *WoukJn't be enough c^ on hand at the bank. The 
bank coukl go bi»ikrtipt and be forced to ctose. unless a 
central t>ank like ttie Fed grantod it a short-ter^ l<^.. 
DiMing tfrebank pank: of 1907. time rK) central bart- 
end mariy cor^Nnercial baN(9 farted.] 
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Activity 2 - Why yVas the Federal Reserve 
System Created? ^ 



CXJTCOME: Students can kfentify expanding the supply of 
currency, requiring reserves.^ and iMking 
short-term k>ans ks ways the Federal Reserve 
System can help prevent bank failures. 

Reading/Transparency/Oiscus^w Time: 45 n^. 

Materials Needed: 
Resting f 1 • "Early Problems of Our Money and Bankihg 

System" 
TrBrmpafarKf^1t2 - "Sam's Brnik" 



' AetMty litstnffitlop: 

DtstritHite Reading #1 to students. After students have read 
ft. sNm ttiem Transp^ency #2. deferring to the figurea 
^lown for *Total Oc^XMrits." Total Loans,'* and "Cash Re- 
serves." fuive students answer the four study questtorw 
IMed on the transparency. 

Oiirinq a fplkMvHip dteimion of "Sam's Bar*." the in- 
atructor can aflabcmto on tt» concefrt of "cash reaervea." 
Wheraaa Sam haa to txMTOw fTKimy only vvfMn hia CMh re* 
(serves are exfiausted (Ouestton A), a member bank is na- 
^quired. by law. to hcAdatall times a certain percentage of its 
dapo^ta^ reserves. 

It very unlikety. ttiat ail d^epositors wouM need ttieir 
mcNwy on the same day (Queatton 3): ttriiact, deposits vmmi- 
ly offset -witf^rawala or| mty given day. But If depo^tor 
demarKJ for cash exceeds ci^ (topo^ts (Questton 2). a 
wember bank would have to dip into its reserves. Since the 
bank mii^ hokJ a certain amount of crah reserves, eittier ki 
its vault or at the Federal Raserve^'tt^e cmiM be imed to 
meet vritfK^awdli. If tfietnur^'s reserves were rKitmieauate 
to rneet ttie wfttidrav^. a ni^nt)^ barik ccHikJ tx^^ 
a Pectoral Re^r^sank the amount by whtoh witfidravrala 
exceeded depgi^ (Question 4). In additton. because near- 
ly all t>anks have ctoposit imirance frcm ttie Fectoral-Depos-. 
it InsurarK^e Corporation, individuals tlo not have to worry 
that insured banks will be unable to pay out deposits. Thus, 
ttie Federal Resent System and ttie FDIC can prevent a 
loss of confktonce in banks, bank ^nk^s. arKi t>ank "fail- 
ures.' 
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Activity^3 - The Structure of ttie Federal 
Reserve System 



OUTCOME: Students can list ttw beneftts of ttie central 
bank of tfie U tiei cte^nttBlized and u\ in- 
depefK^nt quashgovemmental agency. 

TrmiBfxirmtcies/Dixussion/ Lecture Thne: 45 oHn, 

Materials ^eecfed; 
TrenaparerKY #3 ^ 
Trsmperehcy #4 • 



'The 1 2 Federal Reserve Banks" 
'Federal Rcmer^ System" 



Activtty Instrmtttons^ 

SN>w students Transparency #3. Ask ttiem to ttiink abmrt 
wtiy ttie creators of the Federal R0a6fw^ysteni ^t up 1 2 
regionlii Reserve BaiH^ ir»t^MD of lust cKie c^tralized 
bank . See if students can come JpvMthMmeof ttrerm^ons 
ttie founders had for (tocentralizing the Federal Reserve 
System: they were leery of wte central bank becomir^ too 
powerful an institution; our cotmtry is so large ttiat it is more 
eff k^teiH to have regkinal banks serve the member bartks; 
and regional banks are better qualified to study and analy» 
ttieir particular ecofwn^ conditions and provide regional 
input into natkKtal polk^ decisk>ns. 1 
Using Transparency #4 and the explanatory below. ex4 
l^tn to students ttw pyrafhkf structure erf the Fecter^ Re^ 
serve System. Emphasize ttiat it it an incfep&ndent, quasi- 1 
governmental iKjency. Fourxtors of the Federal Reserve V/ 
System were concerned that tt^'poww to conlrol ttw mon- 
ey supply not serve politk^ interests. They also were con- 
cerned that it not be so unr^ulated thaf it woukl serve 
special interest of the tiarMng and financial community. Its 
polk:ies and actk)ns must be dk:tated splely by the rweds of 
ttie ecmomy . Students siKxiki take notes during ttie l^:ture 
for use in a later activ ity . 



Member Banks 
At tt^ base of tSw pyramkJarethe nearly 6.000 commer- 
cial banks ttiat are omrrMiers of tt^ F^ieral R^mrve Sys- 
tem. Ail nattcKial banks must b^ nmntiers; stete banks have 
ttie option to H>in. Afl member banks mtmt bcM specified re*, 
serves ag»i^ cteposits and c(mif^y witti Federal Reserve 
regu(atk>r^. The advantages of being a memtser of the Fed- 
rerai Reserve System incli«ie tx^rrowing privile^s. ttie ui^i 
of the System's otieckooitection facilltiM. free tn^ispc^la- 
tk>n fc^ currency and C(^n purchases frc^ri the Fed. wire 
trarwfers of functor and examinatkMis by Federal Reserw 
bank examiners. Even ttiough le^ ttian half tif the natkm's 
commerciai banks t>ek>ng to ttie Federal Q^aserve System, 
member tianks hoM atiout 75% of all cdmmerc^l bank de- 
posits. 




Regional Reserve Banks 

Making up the next level of ttie pyrsmkl are the 12 re- 
gN>nal Reserve Banks and ttieir 25 fc>rarK:h banlQ. Bnindi 
bai^ serve a partk:ular within a dtstrk:t. 

Each Reserve Bank has a Board of Directors whose 
primary responsibility is to provkte grass roots information 
about district econcmk: condftk>r». There are thrae "Class 
A" directors who are bankere and three ' Class B" directors 
who are engaged in agriculture, ir^justry, or commerce. 
Ttiese six directcH^ are elected by the memt)er banks in ttie 
district. Larg^. rr^iiHn. and small banks each etect one 
director from Class A and one frPm Class B. Three * Cl^ C " 
directCN^ are appointed by tt« Board of Qovemors. ttie 
governing body of ttie Fed^i Reserve System, and ci^mot 
be directors, offk^rs. employes, or stockhokters of any 
bank. 

The Resen^e Bank presklent is ai:^inted by ttra Board of 
Diractors of each regkMiai barric The presktent represents; 
ttM Federal Reserve ^nk arxi its distrk^t at the monthly: 
meetings of tfie Federal Open Market Committee, the most ; 
important poltey-making body of the Federal Reserve Sys- ' 

Board of Governors 
-At the peak of ttie pyramkl is the Board of Qovemors in 
Washir^rton. D,C. This body cpns^ of seven others 
appointed by the Presklent of the United States with ttie 
advk;e and consent of ttie U,S. Senate. Ttiey serve 14-y^r 
terms fflid cannot be rrappointed. No two members can be 
frcnn the same Fectoral Remrve d^krt. Ttie Presklent alao 
des^inates a chairman arKi « vk^e-chairman to serve four- 
year terms. They can tie redesignated, Ttie Board's main 
furK^tton is the formulation of monetary polkry. They serve 
on ttie Federal Open Market Committee, along with ttni 
l^esMents <^ ttie Reserw Banks. 
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Activity 4 * 1he Three Roles of tfie 
Federal Reserve System 



OUTCOME: Students can explain the Pectoral Rewrve 
functions as (1) U.S. central bank. (2) fiscal 
I £^nt for U.S. Treasury, and (3) a banker's 
iMnk, 

Reading/ Worksheet /Dixussion Time: 45 min. 

Materials Nwded: 
Rm€Uf^/¥ltorksheet $2 - The Roles of the Federal Re- 

s^ve System: Confrai Bank. 
Fiscal Agent, and Banker's 
Bank" 

Dmtkmary 
Adhfity Instnictlons: 

Distribute to Students RAading/Worksheet #2. Work 
throi^ the assigiifnent as a class or let ^utfents work on it 
indtvidimlly. The worksheet format will facilitate acti^ par- 
tk:ipatron and ttw use of prevkHisiy learned concepts. Stu- 
dents shoukl fill in the blanks ( review) and arawer queAions 
\ as ttwy go. Notes from the trai^parerKy/le^jtura in ^:tjvfty 3 
may be needed to comply the workstwet. Discuss student 
ideas wtien a{n>ropriate or if ttie worksheet is done tndivkl- 
ually. discuss it upon completton. Stress ttiat the Federal 
Reserve Bank's most lmp<»1ant rote is that of a central bank, 
although ttie servk^ ft provides are al^ vtt£d to tt^ cMtle^ 
cH)eratk>n of our money and banking system. 



• SECTION III. Activity 2 (Reading^l) . 

V 

EARLY PROBLEMS OF OUR MONEY AND BANKING SYSTEM* * « 

Befwe there was a Federal Reserve System, the Unite.d States hid no way to 

adjust its suf^lies of mor^y to changes in business activity* The amount of currency was 

tied to government security issues. i 

Banks often were short of cash* People who deposited money in a bank had a 

« legal right to withdraw it ii ttey chose. Bar^s would keep part of their de(K}sits on hand 

as '^reserves.'* They also had deposits in other banks that could be excf^ged f6r cash if 

needed. , * ' 

^^^^^metimes the derrtand for currency was greater than the amount of money a 

^ bank |iad on hand. The biuik would then draw on its deposib in other banks w sell its other 

assets such as government securities. This would often cause a chain reaction ot money 

I * 

shortages in a number of banks. 

When a bank could not meet its demand for currency, it "failed** and had to 
close. Bank closings brought on periods of eccmomic depression called "rtiofiey panics** . 
because panicky depositors, who had lost confidence in banks, demanded their money. In 
many cases, a baplohat failed was perfectly sound. If given more, time, it4pould havetT^ 
gotten enough cash t<l[ meet its customers* needs. ' • !^ - 

With the 1907 panic, Congress began studying the U.S. money system. -Ittound 
^ ^ that nearly all countries whose money supply could expand or contract (depending on • 
pie's fM-ef erence to hold more or less currency) had some form of a central bank. Th^se 
f ral banks had the power to issue currency in the quantity needed. As a result of this 
and other studies, the United States Congress passed the Federal Reserve Act 191>^ 
creating the Federal Reserve System. • * 




— ■ J 

•Adapted from Your Money an<j the^F^eraJ Reserve^Syst^m , Federal Reserve Bank 
of Minneapolis, 1976. 



vJs 



SECTION ill. Activity 2 (Transparency #2} 



Sam's Bank 



On Monday, five of Sam's friends deposit $.25 
each in Sam'3 piggy banic for safekeeping. 



Alice's $.25 



l^ary's,$.^ 




Gunther's $.^ 



Totai Deposits $1.25 



.Sam loans Arnold4.9Q on Tuesday. 

Arnold promises to pay back $1 .00 on Fridliy . 




Total Leans $.90 
Cash Reserves $.35 



$.90 
it LiOafi Arnold 



What would happen if -each of|l^^ive depositors wanted to withdraw 

What^iri^ld happen liF two depositors' wanted to withdraw all their money on 
Thiir^ay? ' 

te probability that all depositors would want to withdraw their 
•th^ same day? * - 

How wipiil^ti^ederal Reserve System help Sam if two depositors wished to 
withdraw aN .rf^itmoney on Wednesday? (Assume that Sam's Bank is a 
memt)er tjantej . ^ .. , 




The 12 Federal Reserve Banks 



'4^ 



Mlnndiipotte • 



rnnfiRiOD 



Kbhih CHy< 



SliUult 



'Alaska and Hawaii are also under 
the jurisdiction of the Fclderai 
Fleserve^Bank of San Francisco 



SECTION III. Activity 3 (Transparency #4) 



F9cleral Reserve System 




Boiird of Qovemors 

(7 members) 
Washington, D.C. 




12flegl0fi8lReMve Banks ' 

^ach Governed by 9 Directors 

• 3 bankers 

• 3 business, commerciai or agriculture 

• 3generalpubliq 



Member Commercial Banks 






Since 1913, the Federal J^eserve System has functioned as the central bank of 
the United States. ^ f 

As a central bank, the Federameserve System manages the nrioney supply pf 
the U.S. by influencing the lenotng activity of commercial bipiks. 

The prq^»ss of influencing the money supply is called MONETARY POLICY. 

Th^ Stru^^re of the Federal Reserve System is deigned to be as nonpolitical 

«»po»sitl^.; 

The Board of Governors pKjs 12 heads of R^ional Reserve Banks meet 
Imee a month to decide on Federal Reserve plpnetary Policy. 
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SECTION III. Activity Reading/Worksheet #2l 

\ . ■ . • % • 

• THE ROLES OF THE FEDERAL RESERVE SYSTEM; 
CENTRAL BANK, FISCAL AGENT, AND BANKER'S BANK 

The Federal Reserve System ("The Fed") plays sever^ roles as it carries out 

the functions given it by the Federal Reserve Act of {[} _. Its mdst important 

role is that oi being the central bank of the United States, As our central bank, the 

Federal Reserv^ System provides for an {2} currency supply— one that can 

expand oi' dontract depending on the needs of the economy. Through its monetary policy, 
, • . - « 

the Fed regulates the supply of. (3) in the United States. 

In addition to.tlfis important central bank function of setting (») . 

policy, the Federal Reserve System provides many services. As you learned in Activity 2, 

the Federal Re Ave' System is mt a regular government agency but is an independent, 

^ agency. It is responsU>le to Congress and the |>eople, but it 

makes decisions and takes action without direct approval from the President or Congress. 

In its second role as fiscal agent the Federal Reserve System provides services to the 

government. Specifically, the Federal Reserve System represents the U.S. Treasury and 

performs the following services for it: . 

1. Hafidles its checkic^ account (issues tax refund checks, credits tax payments 
to thte Treasury's atcount, etc.). 

2. Assists in the sale, payment of interest, and redemption of U.S. Government 
securities (savings bond^, Treasury bills, etc.). 

3. Helps collect social security and withholding taxes from employers. 
y ^ 4. Destroys worn out currency andlceeps recorcb of how much is destroyed. 



Look up the meaning of the word "iifcai" in a dictionary: 
(6) 



^ijcai" ii 



'Now look up the meaning of tlie word "agent":. 
(7) 



SECTION III. Activity 4 (Reading/Worksheet #2) 

i 

Now write an explanation of what th^ Fed's role is as a fiscal agent: 
(8) ' • ■ 



The third role Qf the Federal Reserve System probably is the one that affects 
you and your parents most directly. It is its role as a banker's bank. What do you think a 



banker's bank does?' Who does it help? 








(9) 




\ 


• 




> 




i * 




•A 

' '■ ■ ■ ' ' r-^ — 
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Briefly list the three main functions of commercial Mnks. If yo(^««ck>n't 

« 

remember what they are, refer to your rK>tes arid activity sheets from Secti(M JI. 
(10) U " 

2. . 

3- 
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SECTION iH^ Activity 4 IReading/WorJ^heet #2) 



How can the regional Federal Reserve Banks help the commercial banks 
perform these functions? Write down any i^eas you have. 
(U) 



The 12 District Federal Reserve Banks are regional banker's banks. They are 
institurtons that member commercial bai^ depend <ki ioit certain services^ NcMimember 
banks (state banks that choose not to join) must work through a member bartk to receive 
these services. Listed below are the most important services provided by regional 
Tianker's banks**. ' 

i» They help commercial banks meet their customers' demancfe {<w cash and 
at the same time provide safekeeping facilities for excess cash . As their 
customers need more cash, commercial barges can decrease tht part of 
their reserves k|pt at the Federal Reserve Bank and increase the amount 
^ of cash ^ their vaults. As more cash comes' in to the banks, they can 
deposit it at the Reserve Bank. 

* 



. .... . 

SECTlOt^lli. Actiyity4(Readino/Wofkshe«t#2) > 

2* Th^Oistrict Federal Reserve Banfcs help commefciai banks traisfef 
funds by p roviding for a national cl|eck collection and payment system 
3nd for na'tlonwide jvirg transfer of fimds. Each year, they sort over, 
10 billion checks written by comme/cial bank customers arf^re^bm them 
' * to the banks on which they were written. They see that payment for 
"^any^f these checks is njade quickly by credltk^ and debiting the 
reserve accounts of member banks. Through the Federal- Reserve Wire 
Transfer System, Reserve Banks permit member banks to transfer money 
for tl^ir customers from one part of the country to anpther in a matter 
of minutes. Again, they actuaUy transfer the funds by crediting and 
debiting reserve accounts. 

. The Federal Reserve Banks alsoassist commercial banks In making loans to 

individuals and businesses. As dlscusied in Activity 2 of this Section, the 
V^ed requires member banks to keep a ce^-tain amount of reserves. District 
Federal Reserve Banks, however, do lend moNriey to member banks to cover 
the shortages in their reserve accounts' that sometimes result from a 
temporary demand for funds. In this' way, a bank does not have to call back 
loans or deny loans to qualified appUcants because of temporary cash 
shortages! 



To summarize, the Fedeilal Reserve System regulates our supply of money as our central 
bank,^ovides services to the U.S. Treasury as a fiscal agent, and provides essential 



services to commercifU banks as a banker's bank. 
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^ Questions 



are member bank '•reserves"? 



d. .Funds deposited by customers that cannot be withdrawn without advance ribtice. 

b. Only funds deposited with the Fedferai Reserve. A bank applies for a; loan If it 
needs these ^unds to cover withdrawals. 

c. The currency banks' keep in their vaults or funds they keep at the Federal 
Reserve Bank to cover withdrawals. i 

d. Funds a bahk sets aside to use. for improving facilities and increasing services. 

Which was not true of the bank panics in the early 1900s: 

a. Bank customers attempted to withdraw more currency than banks had on hand. 

b. Banks borrowed money from other banks. 

h:. The Federal Reserve System lent money to banks in trouble, 
d. People lost confidence in the nation's banking system. 

An "elastic" money supply refers to: T • j 

a. Currency whose value changes from day ?o^y. ( \ 

t^, A currency supply thdt contracts and expands depending o<i the economy's needs. 

c. \ A money supply that comes in several forms and offers much flexibility. 

d. 1 All of the above. t 

v ■ • 

All nations* central banks: ' ^ 

d. Have twelve reserve banks. 

b. Have a Board of Governors. 

c. Have an elastic currency. 
Are controlled by the government. 

The Federal Reserve System: 

a. Determines United States monetary policy. 

BL Is a quasi^government agency. * . 

c\ Is our central bank. 

d. Is made up of all banks in the United States*. 

e. a, b, and c / 

f . a and c only 

g. b and d only 

A regional Reserve Bank does all of the following except : 

a. Distribgtes currency and coin to banks. 

b. Makes short-term loans to banks. 

c. Sets a district monetary policy. X ^ 

d. Serves as a regional clearing house for checks. 

Why IS a Federal Reserve Bank sometimes called a "banker's bank"? 

a. It makes loapfrifolankers as well as businesses. 

b. It prqij^iides^rvices essential to banking Operations. 

c. Only bankers beneutfrom the services it provides. 

d. Only bankers have a Sky as'to what tlW Federal Reserve liank can do. 



SECTION Hi. Review Questions 



8. Monetary p>olicy: r 

a. - Is the influencing of the money supply in our economy. 

b. Is the supervision of loan approvals by banks. 

c. Is the regulation of currency distribution in the United States. 

d. 'Is determined by each large bank in the United States. 

9. *- A national bank: 



10. 



a^. 
b. 
c. 
d. 
e. 



Has offices in every stat^ of the Union. 
Ca:nnot join the Federal Reserve System. 
Is a government-operated bank. 
Must join^thc Federal Reserve System. 
Is acentj?^ bank. 



A 



How is 4t possible for bankers to lend out most of the money deposited with them 
when depb'siters can withdraw that 'money? 'i 

No more than 55% of deposits are loaned out at one time. 1 
The Federal Reserve System automatically ^ovides money ti cover any with- 
drawals that exceed deposits. * - \ 
Experience h^shown that deposits usually offset withdrawals! ' 
Banks always^aintain reserves equal to the amount of money customers have in 
checking and savings accounts. 



a. 

b. f 

c. • 
d. 



V 



r 
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Section IV How the Clearinghouse Works 




About This Section . 

The functions of the Federal Reserve Banks are a combination of se^c® and ^1^^ 
actWitSs One^^^^^^ most important service activities is that of a check dear n^ 
^^^"S^Mti^ of SectionlV help students to understand what happens to a 
S fml^ Srt^it is written until it is paid as well as to develop oertam chepk 
writing skills. . • \ 

. The Federal Reserve System processes and records checkbook money as a service 
to fhelfrS^.ciarSun?ty. Efficient administration of checkbook money allows it to 
teoome a viable medium of exchange in a complexiKconomio system. 
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Activity 1 - The Story of 




OUTCOME: Students will knowJAe origins of checks and 
the clearinghouse^ aiul stafe how each has 
helped imixeve ttie trarmfer erf f uncto. StiKtents 
also will t>e able to write a ct^k correctly. 

fiBmiing/Workstmet/Transparencv rtmB:4Smm, 

Materials Needed: 

Booklet ' The Story ofChecks** (see "AdditkHial Matert- 
' ^ a\s ) 

Worksheet: "The Story of Checks'* 
Tr^i^rency #r * "Route of a Cheek y 

Acthrtty Instructions: 

This activity reviews money. t>arri(ing. and the dei^e^^ront 
of the deahnghouse function The instructor' shoukJ ^ive 
each student tt^ worksheet and tt^ booklet. ''The Stc^y of 
Checks. " In class or as fu>mewtKk. fhe ^iKients shcHikf 
complete ttie wc^ksheet . 

In a foik>WHip discussion, go over the workstieet using 
The Story of Checks'" to verify student responses and to . 
give further explanatkms as cli»s needs dictate. Special 
attentk>n shoukl be 6iven the prot>lems of c^^sck carK^elUh 
tion before the cremk>n of ttie Federal Reserve System 
dearinghouse fp. 8 in the bookiet{ aixi the review of the 
check canceila^i^^LProcess (p. 11 in the booklet). Jo help 
illustrate ttte-trtovenwi of ttie check described on pagQ 1 1 
of ttie booklet, the ins^iictor shouki use Trar^^svency #1 . , 



Activity 2 - The NoQd for a Nationwide 
ChediCkrilection Sy^em 

OUTCOME: Students will see exactly how checks go 
through the clrarir^Knme system and ttie roto 
played br the 12 regkn^i fedeni R^erve 
Banks in tfie rapKTfransfer of checMHX)k funds. 

RMdlng/Applk)atioft lessee Time: 90 mIn. 

MaterMs NeecM: \ 

Reading #f - "How a Ct^dc tk Processed" 
App/icafton Lesson; CleariiHJhouM ^ 

Actfvtty Instruetkms: 

To review and illustrate ttie (m>ce8S involved in check can- 
cellatkm. the students may read "How a Check is Proc- 
essed" If Reading #1 is not used, the instructor shouki 
review the three maini/inctk>ns of cMimerciahtianks. irv 
form stuctents tt^ the focus of this ^ivity is the deahrni- 
>^ouse functton. After the introducticii. distribute to stu- 
dents ''AppiicatkKi L«»>n: CImrtngtKnjm." Stt^tents 
shouM be ir^nK:ted ttwt ttie applk:atkMi lesson is a combi- 
natkHi reading and workstmt. They may write on ttw paper 
and in many instances are asked to do so, ltHiN>pedttiatby 
having students nrapond as they read they will become 
won invotved in ttie Activity. 

The "AppKcatkin Leuon: (Clearinghouse" can be used i» 
a cIms alignment or as hcmiework. ^ ' 



Activity 3 - Xlearingtiouse 



OUTCOME: Studente correctly "walk a check" through the 
eight steps of ttie clearinghouse (Mocess car- 
ried oqt by ttie Pectoral Reserve Bank ct^ck 
(processing centers. 

^muMon/Transparency/Discusskm Time: 45 rtUn. 

Materials Needed: 

Materials listed detow for each role 
Transparency #2 - "Clearinghouse Function" 

Activity instnicttonsz 

In^ttie Appik:aticNi Lmmn (Activity 2). ttie rather unsavory 
Mr. A. ^tonaml» soM the Brooklyn Bridge to one of 
your stodmts, Ttie c^Hick proofing procedures involved 
in this ^4n9iQaction will be simulated in this activ- 

«y. 

' Seven students stKHikJ t>e assigned to the roles listed 
betow. SimulatioW* materials cao be mikte fi om coristructk^n 
paperor may evert be drawn on ttwchalkboard by es^ par- ' 
tfctnant Ea^ partteipant stiouM wear a siyn stating his cw 
het n4e. A large st^t (rf brightly cokired con^nictk>n pa- 
per stHKiki be imad as the c^ieck that is t>eing processed. 



ffotes 

Omk m Haw Yorfc Nm<on^ Bank 



^^atedala Needed 



CttscMraok 
ChocMiook tnd chMli 
Mr A NonamtM bMk racordiiMC 
York Nafiof^ Bsftk s reeoptf Sheet 



J I Oti^ record sftief 

TMNtipties I 
MiitflerTi 



BncNie buyer s iNink rvcoid glioet 



Foltowir^ tt^ steps outlined tSeiow and referring fre- 
quently tojraraparency the student role-players shoukJ 
slowly walk through the check cancellation process. As 
e^h step (Hogre^es. the died^ shouki be carried to the 
correct location. Bank recc^ sheets shouki t>e detnted <^ 
credited for $5,000 at the approfmate steps. 

Studente r^f assigrod a role in the simulatkm shouUtS| 
carefully monitor the location of tt^ aieck and the £Kkiitk>n/ 
and subtriK^tion of funds from vartoi» acccHinte at each step. 



Step I 



Bridge buyer buys ttie Brooklyq Brid(^ from A. 
r^or^mim. Brkige buyer writes a ctm:k for 
$5,000 and gives it t» Mr. A Ncmamus 



J 



step II ' Mr A. Nonamus runs to the New Ywk National 
. Bank and deposits ttie bridge buyer s check. Mr 
A Nonamus records the deposit in his check- 
book. 

Step Hi - The clerk at the New York Natior^t Bank recofds 
a deposit of $5,000 in Mr A; Nonamus account. 
The clerk then sends the chocK to the Federal 
Reserve Bank of New York. 

Step IV - The clerk at the Federal Reserve Bank of New' 
York.takes ttw check and credits the aeomnt of 
the New York National Bank with $5,000 The ' 
clferk then sends the check to the Federal Re- 
serve Bank of Minneapolis. 

Step V - The clerk at the F.R.B. of Minneapplis takes the 
^eck and subtracts $5,000 from the «:cSount of 
the 18th National Bank of the Twin Cities The 
clerk then sends the check to the 1 8th National 
Bank'pf the Twin Cities. 

Step VI - The clerk' at the 1 8th National Bank of thtf'Twin 

— ^ ' Cities t^tes the ctieck and subtracts $5,000 from 

the bridlte buyer's account. The clerk then gives 
the cancelled check to ttie mail carrier. . 

Step VII - The mail carrier delivers ttie cancel]^ cfieck to * 
ttie tiridg^ buyer. ^ 

Step VIII - Tlje Federal Reserve Bank of Minntrapolis pays 
the Federal Reserve Bank of New York $5,000 to 
cover the $i.000 added to their accounts. Thus, 
the Minneapolis bank loses $5,000 arKl ttie'New 
York bank gains $5,000. » 

9 

FoNowHip Otoeusslon: 

, Using the f«llowtng questions, discuss the simulation. Som 
of tt^e information will be new to the students, 

1 . How does tt>e f;ederal Reserve Sys^ help speed up tt^ 
sorting of 'checks? [Elimina^ roundatxHjt routing to 
avoid exchange c|jarges; its high speed equipmentelec- 
tronicalh^ sorts checks i«ing ttie magnetic ink character * 
recognition system; coil^ion centers cvemte 24 hoi^ . 
aday. 6(tov9av^k.| • . 

2. How does tt>e Federal Reserve System accomplish 
actual trar^f er of f urxis initiated by the witir^ of a che^ 

* [The Federal Reserve Slstem u^ the'reswve iK:cour{ts 
of member ISanks to trar^fer furKJs from one bank to an- 
ott^r. It debits ttie reserve account for checks %yritten by 
customers of a member bank, and it credits the reserve 
w^ount for checks payatHe to customers of ttie member 
V^bank] \^ 

3 What i/ a b^ does not belong to the Federal Be^rve , / 
System':^ [A ndnmemtier bank works through a member , 
t>ank to get its checks sorted and processed by the Feder- 
al Reserve System ] 

4 Are all checks sorted at Federal Resen^e Bank check 
jvocessing centers'? fNo. local Checks -checks written\ 
on a bank located in ttie same city as ttie bank of the 
payee-an9 not sorted at tt^ Fecteral Resen^e Bank 
chTCk processing centers. Instead, local banks ard' re- 
quired to meet at a local cl^nr^tiouM each day to ex- 
change checks 1 



\9ECn^l^ Activity 1 
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. WORKSHEET: "THE STORY OF CHECKS" 
checking accounts convenient? 



I Bcplain' wh' 



(2) Bcplain' why the bank messengers of England met at "Ye Olcte Coffee, ^ppe." 



' (3) Where and when were tt^ f irSl chjecks Used irt the United States? 



^ ■ ^' ^^""^ developments after the'RevolutioQap^ W^ helped to increase the popularity 

of checkbook money, over' currer^x?, * 



a. 



b. 




(5) Why did banks very, of ten send a check to V "correspondent bank" first rather than 
sending it directly tq the bank ispcm which thff check was written? 



Tfow did the ^deral Reservef A^t -of 1913 eliminate the problems o( "exchange 
charges" and rouidabout routing of checks? ^ 



ERIC 
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S^(||iON IV; Activity 1 



(7) List the seven steps a check go^ through when it is processed by.th* Fe^ral R^rve 
System. Assume that the checj<6 written by a buyer in dne district and given to a seller in 
another. 



b. 



c. 



d; 



( 



e. 



5 ^ 



(8) Practice correctly writirijg a check by filing in the blank spaces on the sample check 
below. Write it to one of your classmates, use today's date, and write the check for 
$19.78. 



r 



Studmt*8 Name 
Street Address 
aty.«tate, Zip Code 



19 



1427 

""515" 



PAfTO 

theordrr of 

"1 



DOfXARS 



CAimfS STATE BAfm 

CrrV.STATi ' ^ 



(9) What i^he purpose of the magnetic ink characters epcoded along the bottom of the check 
as shown in the abo^re example? 






Route of a Check 
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Check is sent to art dealer in 
Sacramento 

Tto art dealer deposits the 
check Iri his account at a ' 
Sacramento bank. 

The Sacramento bank 
depCMits the check in its 
account at the Federal 
Reserve Bank of San Fran- 
cisco. 

Federal Reserve Bank of San 
f^rarKisco sends ttie ct^k to 
the Federal Resent Bank of . 
New Yo^k for collection. 

■RheFRB of NewYofk 
fofwardathe qheck to the 
Albany t>dnk which debits ttie 
amount from Mrs. Henderson *s 
account. 

The Alt>any bank authorizes 
the FRB of New York to 
deduct amount of check from 
iteaa:ount 

^ FRB of New York pays FRB 
San Francisco from its Inter- 
District Settlerr^nt Fund. 

FRB of San Francisco credits 
Sacramento bank account and 
the SsK^ramento bank cr^its 
the art dealer's acctxint. 



3 

IS 

n 
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SECTION IV. Activity 2 (Reading #1) 

HOW A CHECK IS PROCESSED* 
Americans tpflay are writing over 30 billion checks annually. A check is an- 
instruction, given by a depositor to his or her bank, to transfer funds to someone else. It 
may pay for goods and services bought locally or in other parts of the country. A person 
' receiving a check wants it presented for payment as quickly as possible, because any delay 
will postpone the time when n^bney represented by the check can be used. 

When a check is written in or near the community of the bank on which it is 
drawn, presentation for payment is direct— local banks Just exchange checks among 
themselves. It's estimated, however, that more than half of all checks leave the local 
community. Banks receiving checks drawn on distant banks find it costly and inconvenient 
to return such checks directly fc^ payment. Instead, banks that are members of the 
Federal Reserve use check collection services at district Federal Reserve Banks, where 
checks for many banks are cleared at the same time. Some are presented by member 
banks, some are presented by the Treasury of the United States or other government 
agencies, and some are received from other Fecteral Reserve Banks. Banks that are not 
members of the Federal Reserve open correspondent accounts with member banks in part 
to take advantage of the Fed's check processing services. • • , 

Check Oepartnlents at Reserve BanK? use modern electronic equipment to sort 
checks for payment as quickly, as possible. They send checks directly to banks located in 
their own Reserve district and send checks drawn on banks in o^r districts directly to 
the Federal Reserve Bank serving those banks. The receiving Reserve Bank, in tutn, «r 
forwards checks t9 th^sbanks in its (^strict on whfch they are drawn. Reserve Banks give 
deposit credit for the checks receivecNcjwyfierl^r banks and must obtain payment from 



If \ 



0 

*Adapted from Your Money and the Federal Reserve System. Fetie^al Reserve' Bank 
^ of Minneapolis, 1976. " ' r 
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SECTION IV. Activity 2 (Reading #1 K 

i^ks on which checks are drawn. For payment, the Reserve Bank may charge the reserve 
account pf the paying bank directly. A nonmember bank, which does not have a reserve 
account at the Fed, may be charged- indirectly. V This is done by charging the reserve 
ac^otjht of the member 1)ank that has the nonmember bank's correspondent account. The 
member bank, in turn, ch^ges th^ nonmember bank. 



\ 
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SECTION IV. Actlvrty 2 

r 



APPLICATION LESSON: CLEARINGHOUSE 
The transfer of money from one checking account to another through the help 
of the" Federal Reserve check processing s^ vices is difficult tjo explaj^n in words alone. 
This application lesson will put the '^Cleaftfighouse" service into diagrams. 



Example #1 . 

t * 

Mrs. Jones lives in Fenwood. Every year she hol<fe a huge garage sale. This 
year she sold the garage to Mr. Alvery. Mr. Alvery, to pay for the garage, wrote 
Mrs. Jones a check for $2,000. Mrs. Jones deposited the^chick in her checking account. 
Since Mr. Alvery and Mrs. Jones have checking accounts at the same t>ank/a computer (or 
clerk) subtracted $^,000 from Mr. Alvery's account and added $2,000 to Mrs. Jones* 
account. The process is carhied out at one bank. 




Mrs. Jones' 
Checking Account 
$1/000 
^2,000 

. ^3;ooo 



Check canceled 



Canceled 
check returned. 



Mr. A|very*5 
Checking Account 



$5,000 
-2>00Q 
$3,000 



SECTION IV. Activity 2 
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Example #2 

Irna aiHd Ura Wall yesterday purch^d a $750 waterbed from the C.'Sick Bed 

Company. Ima wrote a check for the entire amount and gave it to the company's salesman 

'r ^ . ■ • ' 

who deposited the dHeck in the company's %ank, The Second Fenwood Bank. Ima and Ura's 

/ 

bank is the First/ Fenwood Bank. Since bojh banks are in the same town, they hoed only 
exchange checks every day. ^ * ' 

Note: No money actually changes hands. Money is added or subtracted from people's 
accounts merely by entries in a bank ledger. 



W^ts give check to 
C SicK Bed Co 



® 



'^jr\ Cancelad ch0ck goes 
tjack lo the Walte 




^ C Sick Bed Co 
deposits check 
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1st Fenwood Bank 

Walts . 
S2 000 00 
V ^50 00 
$1.25000 

• The $750 IS ^iHMracted 
from'^e Wall acccumt 



1st ferwtood Bank sends 
^nd fentidixa Bank $750 
to tMlant^ accounts 



Vd/ to 1st FenwocM Bank ^ 



■I 



2nd Femifood Bank 

^Jhe $750 is added to 
the C Sick account 

C SiqkBed- 
$10.000 00 
^ 750 00 , 
$10,750 oq 



Federal ReserVe System ' " # ^ 

t ^ 

Not all check canceling pr^cediires are as simple as the ones described above* If 
you took a trip to New York and wrote a check to a man in a pink^rhecked suit for $5,000*00 to 
purchase the Brooklyn Bridge, that man would need a way to deposit your check into his 
account, send, the check to your bank so that your account could be reduced by $5,000, and 
then^ve' $5,000 added to his.account. The maiH would want this process to occur rapidly so 
he could get out of town.l^efore you tried to collect toils from cars crossing "your" bridge! 



SECTIQN 1^ Activity 2 . 

Can you imagtr^ the confusioT^ if every day thousands Of banks had to send 
thousdHds of checks to thousands of other banks? To geJ an idea of how confusing this 
would-be, assume that the 20 dots below are 20 banks. Each bank has to send at least one 
check to each of the other 20 banks. Draw lines from each bank to all the other banks to 
represent the movement of checks from bank to another. 

, >CtEARINGHOUSE 

/ . Bank 

• . . . Bank • * ^'^^ 

■ ' ' 

. ' . Bank „ . 

' - • . Bank 

♦ 

. Bank ' ^ 

' • - . . Bank 

Bank .. •* . ') 

I . ' . Bank 

' - ■ ♦ # 

. Bank „ . 

. Bank 

* ^""^ . . ' * • * .Bank 

. Bank ^ , 

. Bank 

. E^k 

• ^ . Bank ^ 

r 

• 5lnce^ there are 14,000 banks in the United States, you cian' see what a 
confusing process it would be to send Checks "back and foT/^h to each bank separately. 

The location of the 12 Federal Reserve Banks thr(Hjghout the country simplifies 
the sorting of the over 30 billion checks written annually. You probably rennefnber some of 
tl^ locations from a transparency you looked at earlier. 



$ECTiqNIV.>Vctivity2 
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V CLEARINGHOUSE 

* 

On the rn^ below^, lecate the cities where you will find the 12 Federal Reserve Banks. 




Boston, Massachusetts 
New York, New York 
Philadelphia, Penrisylvania ' 
Cleveland, Ohio 
Richmond, Virginia 
Atlanta, Georgia 



Chicago, Illinois 

St. Louis, Missouri 

Minneapolis, Minnesota 

Kansas City, Missouri 

Oalks^ Texas 

San Francisco, California* 



The sorting of checks the 12 Banks do is a huge task when you consider that 
over 30 billion checks! are written annually.' Without the clearinghouse function pe<;formed 
by the 12 Feite it would take each bank weeks to process checks and cancel them.^ This 
delay would have serious consequences for our economic system, a system that depends on 
the rapid transfer of funds from person to person. 



Y. 
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SECTION IV. Activity 3 {Transparency #2) 



J 



Clearinghouse Function 

Let's take anoth^ Ipok at what happened to that checK you 
wroUe to A. Nonamus In the amount of $5,000 for the purchase of the 
Brooklyn Bridge. We will sasum that your che<^ is from the Eighteenth 
National Bank of the TwJnCltijte. * 



CD 



Mr, A. Nonamus quickly runs to his c ^ 
l>ank and deposits your check Into his 
checking account. 




" N.Y.-NafI Bank 


t 


A. NorramuB 
^$5,000 

— i—^ 





(2) The New York NationaF Bank deposits 
^ the check in the Federal Reserve Bank 



of New York. 








N Y Nat l Bank 

* .+ $5,000* 

^ i 





*The New York National Bank has an ac- 
count at the New Yorlr Fed. $5,000 is 
added to1he New York Bani^ accouht. 



The $5,000 Is subtracted from your ac- 
count and the canceled check Is 
returned to you. 




ISth Nat'l Bank 



Your Account 
-$5,000 



Your check is forwarded by the Mihne- 
apolls Federal Reserve Bank to the 18th 
National Bank of the Twin Cities. 




FRBof Mp|8. 



A 



18th Nat'lBank 

-$5,000 



/ 



The M^neapolis Federal Reserve Bank 
subtracts $S,000 from the account it 
holds for your bank. 



FRB NY ^ . K,Mo_ ^ FRBMpIs 



The Federal Reserve Bank of New York 
sends the c^eck to the Federal Reserve 
Bank of Minneapolis. ' 

e 



/ 



SECTION IV. Review Questions 11. 



!• Exchange charges: 

« 

a. Decreased the time it took a check to i)e paid* 

b. Made a check worth less to the person receiving it. 

c. Are still used by member banks of the Federal Reserve System, 
d* AH of the above. 

2. All of the following are true of a check except : ' ^ •> 

*a- Jt is used more than currency (k coin. 
• b. It is a written order to transfer funds. 

,c- It can be used in exchange for goods and services. ^ 

d. It, is used to settle accounts only in one's local area. 

. * 

3. At a regional Reserve Bank Check Department, all of following are true except : 

a. Most c^ecks\re electronically sorted to banks for payment. 

Only checks written on banks located within its District are receivecL 
C. Often cHWck balances are subtracted from Or added to commercial bank reserve 

^accounts with the Federal Reserve Bank. 
xL Local checks are hot usually sorted at Reserve Bank Check Departments. 

The most important reason for having a regional check clearinghouse is: 

a« Fewer people and machines are required to sort ctecks. 

b. Check processing is more orderly and better records c^ be kept. 

c. If rpistakes are made bankers know where to ^o to get them corrected. 

d. It shortens the time required for a check to be paid. 

5. A check written on New York City NJftional Bank is deposited by a Minneapolis bank at 
the Federal Reserve Bank of Minneapolis. What happens to it? ' ' 

a. The check is returned to New York City National Bank which in turn sends it to the 
Federal Reservfe Bank.of New York. * . 

b. Federal Reserve Bank of Ndifineapolis sends check \o New YorR City National Bank. 

c. The Federal Reserve Bank of Minneapolis t-eturns the check to the Minneapolis 
bank. * 

'd. The check is seat to the New York Federal Reserve Bank which in turn sends it to ;i 
New YorVt Cjty.National Bank. 
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Section V How Banks Create Moneys 



About This Section . 

To understand h0w monetary policy works it is necessary to understand how commer- 
cial banks creajfe money. Commercial banks lend out their excess reserves These 
loaned funds^re eventually redeposited and are then loaned out again. As a result a 
single dollar /deposited in a commercial bank can. in effect, become several dollars'in 
the^econorfiy. This, process is explained with concrete examples in the simulation activity 
in this section. The conditions necessary for money creation and the reserve require- 
ments that regulate money creation are also discussed in this section. 
Geiier.ili29tkMis: 

* S?"!!!!?^^'^' unique among financial Institutions because they c^n create 

checkbook money by lending deposits In excess of required bank reserves to busi- * 
nesses and individuals. - v 

' V^^'V *? '"'^^ expand the money supply is regulated by the Federal 

swSy * institution responsible for cqptrolling the size of the money 
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Activity^l - Kow Banks Create Money (I) 



OUTCOME; Students can demonstrate how si|^:essive de- 
posits an<< loans bvt.oommercial^sks cau^ 
f the money supply ta Expand, and What hap- 
pens to th^ money, supply when the reserve 
* requirement is raised or lowered. 

« ^imulation/TransparBncy/Oiscussion Tim0:9Omin. 

Materials Needed; 

Scissors ' ^ 

Name tags 

Chalkboard 

Ruler 

Construction paper 

Transpar^y # 1 - "Creatiop of Money" 
ActMty Instructloris: 

In this role-play simulation, the teacher must select stu-* 
dents to play ttie following roles: 

1 Keeper of tfie mortey supply 

2. Bankers A-J ( 10 stuttonts) 

3. Nine borrowers^ 

4. MathematipifiSh / 

Name tags are useful. * ^ 

STEP y. Provide each participant in the simulation with the 
necessdA' materials: ■ 

Keeper of ttw Money Supp(y should be stationed at the 
chalkboard with chalk and a gigantic $100 Ulj (one meter 
long. divkJed into centimeters; 50 centimeje** wide) fiach 
centimeter represents one dollar. W 

Bankers A-J must be stationed so that«%ment of the 
chalkboard w a piece of newsprint is behindtftem. A ledger 
^ouW be wffhen on the board/newsprint for each bank 
^^tee the following format 



( Note: Leave room for additional money supply jutries next 
to the bill.) C |. 



100cm 



llllllllllllilllllllllllllT 




BANK A 

DepcMtt $ 
Rmarve Requtretnent $ 
AmoimiAvatl^jlefof Loans $ '. 



BANK'S 

. Deposit •% 
. Reasfve Requirefiient $ 
. AmoMit AvAilabie tor Loars $ ! 



8orfOM«rs-wi1l be given the task of obtainir^i loans from 
each bank after the initial depc^ts have been made. Note: 
the amount of each loan should be eqifal to the bank's de- 
-tK^it less trra reserves it is fequired to hold. ' 

Mathematician is gi^^n the responsibility of cak:uiating 
the reserve amounts for emh bank and the total funds avail- 
able for loans. This person shouki stationed close to the 
keeper of the money supfdy and should have sensors for 
the purpose of dipping off the legal reserve anmunts for 
each bank. 

^^£f ^ Direct me keeper of the money to trace the gigantic 
$100 bill on thebhalkboard labeling it "Money Supply.' 



Upon completion of the above task, direct the keeper of the 
money supply to depbsit the $100 into Bank A. 

gT^EP 3. Direct Bank A to record the $100 deposit on the 
fchalkboard or newsprint. At this point the mattiemetician 
Should catoulate the dollar amountof a 20% reserve require- 
ment. Record ffiis amount under the apf»t>priate category. 
The rqathematician must now cut the re^rve recHJirerrrant 
amount off the $100 bifll (20 centimeters). The reserve sec- 
,tion stays with the bank. The remaining $80 shouki be 
recorded under 'the category. "Amount* Available for 
Loar^."_ , ' 

(Appropriate step 3 eirtriesl 

MathematKiafi cuts o« ftie ' • 

20% reaerw requirmrtertt 



OJt 




6ANKA ' 

Deposit $ioo 

Bes«ve ROQUtremert ■ « 20' 

Amoimt AvniaMe far Lomns $ 80 



Amount Available 
tor Loans 



R^ssrve 



STEPJ. Boaower #1 moves to.BanR A for a kmn equal fo' 
the total amount available for loans (Tether may wish to ' 
point out that in real life borrower f 1 woukf actually be many 
people or institutwns.) Bank A then gives Borrower #1 the 
$80 bill, At this time the borro^r goes to the Keeper of the 
Money Supply and allows him/her to trace the $80 IwU di- 
rectly adiiK:ent to ttie beginning sum (see difigram) 

, V ' 




The added $80 refMesents tt>e increase in the total money 
supply5:reateil by the loan. 



£7£f^Borr0i*«f »1 then 

Bank B. (Teacher may wish td point out that in real life Bw- 
rower # i would invest or spend this and someone else 
wouM be redepo^ting it in Bank B.) Bank B reporc^s the 
transaction as Dej^t $80." The mathematk:^ now Hq^ 
ures the new reserve raquirenimt at 20% of SSO^and also 
determines ttie amount available for lendii^ heki by Bank 
B^The mattYematician must now cut tt^ reserve require- 
rrSnt amount off tt^ $80 bill { 16 centtmeters). The resenfe 
' 9ectk>n stays with Bank B The remaining $&l shouki be 
given to the bank (or recotxtti^ under the category ")\mount 
Available for Loans '* Bank B's record wilf Imk as fdilo^: 

* . 

BANK B 

Deposit %&o ^ 

Reierv0 ReQuirament $i8 ' I ' ) 

Amount Avatiabfe tor loam V . / 



STEP 6, (This is a repeat of Step4f) Borrower #2 rmjves to 
Bank B for a toan equal to ttw lotal amcHint available for 
k>arYs. The Keeper of tt>e Money Supply traces the irKr^se 
in the money supply on the blackboard or newsprint Stef^ 

«md 5 are repeated for each expanskm cycle of tl^ money 
piy. The instructor may proceed through ^ many cycles 
needed for student understanding^ 

Follow-up OiscusskKi: \ ^ — ^ ^ ^ 

Show students TraMMUncy *#1 whk:h illustrates tt^ morv 
ey creation |[Kocesrttl0y have just simulated. 

Now ask them ttie following question: 

• W^W the "Creation of Money ' chart kx>k different if the 
Fmerdl Reser>^ System raised ttie reserve* requirement 
from 20% to 25%t How would it be diffOfent? ILess money 
wouki t>ecf6ated with each successive deposit and loan; 
the to^al money supply expansion woukl be cmly $400 ] 

• What if the Federal Resen/e Syst&m lowers the reserve 
cequirement from 20% to 15%? [More moTOy would be 
created with each successive deposit and loan; thd total 
money supply e)cpaaskin m^uM be $667 J 

• If the Federal .Re^rye Systern wanted to expprid the 
money supply— make more money available- wttat coukJ 
it do? I Lower the reserve requiren^nt. ] 

• If the Federal Resepe System wanted to c^b^ifct ttie 
money supply^ maMe money less available— wtiatcouU it 
do? (Raise the reserve requirement.) » 



Activity 2 - How Banks Create Money (11) 



0UTCO>4E: Students*can graph the money subply exparv 
sion simulated in Acthaty 1 and state tidW the 
size of the money supply can affect prices, em- 
ployment, and business activity. 



Transparency/ Graphing/ Discussion 



Time: 30 min. 



Materials Needed: 

Transparency #2 * "Expansion of the Mc^y Supply at 
20% Reserve Requirement" 

Graphif^ Exeitise - "How Banks Create Money" 

• . • * 

Activity InMrwtfcHis: i 
This activity provides a visual represerttatiorLof the process 
of money breation. The instructor should show the class 
TransparerKy #2. Thd students'may recognize tl^ data as 
being that obtained from ttie simulation. 'How Banks Cre- 
^wMoney ( 1 ). " \Aftten ^udents are f ami liar with ttte data, ttre 
instriK^tor should give each student the graphing exercise. 
* Hc^ Banks Create Money." Using the data fronfi the chart 
* on Transparency #2. students should graph ttie expansion 
*of ttie nxmey supply through the 10 stages. 



ask 



During ^ttie follow-up discussion, the instructor shouki 



r 
O 



What factors must t>e present in a community (econontV) 
in C^6r for money to be created? (Peo^ saving ami in- 
vesting money: prople borrowing to buy hpn^s. cars, etc; 
t>anks willir% arKi able to make loans; busine^es expand- 
ing and increasing production: favorable economic out- 
look! 

What can tie the impact on a (xmimunity (economy) if the 
money supply is too shiall? [Less than full utilization of 
productive resources, decrease in production of goods 
and services (recession), higher ur^mployment rate, de- 
crease in investments and savings, higher inter^t rates, 
tighter credit, fewer loans made to business^ and individ- 
uals] 

What can be the imc^ct on a community (economy) if the 
mor^y siSp(rfy istcK> large? [ Rising prices^^ecrease in pur- 
chasing power of the dollar lower interest rates, easy 
credit, more loans made to businesses and individuals, 
speculation ) 

What can be the fhipact on you if the money supply is too 
small? I Unable to buy desired goods and services, lose fob 
or unable td find employment, unable to get a lo^ or other 
credit, reduction in govemitient servk:esj 

What can ttie impact w you if the morwy supply is too 
large? (Cost of livir^ incr^ases« possMe credit trcHibles 
due to easy credit, decrea^d value of savings, increai^ 
value of real estate, speculative losses ! 

What ^^Id hatH>€fn to tm money creation prdcess if tt>e 
reserve requirement was i(k:reased/decreased? (Re* 
serve requirement increased— t>anks less able to make 
loans: reserve requirement decreased- thanks rm>raable 
to make loans ] 



SECTION v.- Activity 1 (Transparency*#1 ) 



) 



Creation of Mpnoy 



100 Deposit 
20 Reserve Req. 
80 Loan. 



BmHc B. 



a) Deposit 
16 Reserve i^eq. 
64 Loan ^ 



64 Deposit 
12.80 Reserve Req! 
51.20 {.oan 



Bank D. 



51 .20 Deposit 
10.24 Reserve Req. 
40.96 Loan < 



Bank E. 



40:96t>epo8it 
7 Reserve Req. 
?Loan: 



Money Supply ExpmkNi 




$100, 



$80 



$64 



$51 .20 



$40.96 



Repeat until $500 Is created 



C" 



\ 



^ECTIC^ V. Activity 2 (Transparency #2)" 



\ 



Exp^siQrt of the Money Supply 
at 20% Reserve Requirement 



''AnHHjnt Added to 
Money Supply if 

All Available 
Funds are Loaned 



Requlriii^ 
R^iervM 
at 20% 



t » 



. Initial Money Supply 
' Stage I 
. Stage II- 

Stagellf^ 

Stage IV . 

Stage V 

Stage VI 
< Stage VI I 

Stage VIII 

Stage IX 

Stag^X 



Fmal Stage 



$100.00 



80JOO 
64.00 
51.20 
40.96 
32.77 
26.^ 
20.98 
16.78 
13.42 
10.74 



$00.00 



- — f 

$20.00 

16.00 y 

12.80 



Amount 
Available 
for Loans 



Total 
Money 
Supply 



6.55 
5.24 
4.20 
3.36 
2.68 
2.16 



$00.00 



$80.00 
64^00 . 
51.20 - 
40.96 
32.77 
26.22 

m 

20.98 
16.78 
13,42 
10.74 • 
8:59 



$^00.00 
$180.00 
244.00 
295.^ 
336.16 
368.93 
395.15 
* '416.13 
\ 432.91 
446.33 
467.07 




$500.00 



•V 
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GRAPHING HXtRCISli: HOW BANKS CREATE MONEY 
Using the data available f rojn the chart, "Expansion of the Money Supply at 20% 
Reserve Requirement," graph the total money s/ipply at each stage of the monetary 
expansion process. The initial money sOpply and stage^J^and 2 of the expansion process have 
already* been graphed. * ^ . < 



Money Supply 
(in $500 
Dollars) 



$^00 



$300 



$200 



$iOO 



Expansion 
Stages 



Growth of the Money Su|Dply • 
on Basis of ,^100 New D^osits and 
Reserve Reqdirements of 20 Percent 











V 














• 






( 




• 








^ 




































m 

• « 


180 , 




r 








J 






# 


• 














Initi 




Ion 


3y* 


1 


ply 


• 




f 



/; 



II III * IV 



V VI VII VIII IX X 

^pT«2^C5cpansion Stages 



i • • « 



Final 
Stage 
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^SECTIpN V. Review Qiiestibns 



1. Which*bf the following is rtot true of the luj^ey creation process? , 

a. The total amount of money created is regulated by-the Federal- Reserve System. 

b. It tdk^ place in all financial institutions'., 

c. It creates new demand deposits. 

d. It depends on businesses and irSdividuals wanting loans. 

2. * Commercial bartks can lend out money in an am<jfjnt eqljal to^their: 



\ 



a. Required reserves. 

b. ^Dep<?$its.. ^ 

c. Deposits minus |hequired reserves.^ 

d. Required re;ierves minus deposits. 



3. If a bank can lend xw^t more money today than it could yesterday: 

a. Rfeserve requirements were raised or deposits increase. 

b, Reserve requirements were raised or deposits decreased* 

. c. Reserve rec^ireoa^nts were lowered or deposits increased. 
' d. Reserve requirements wef e lowered or deposits decreased. • 



4. >^ich of the^ following can influence t^ie money dreation procesis? 

ft Interest rates borrowers must pay on a loan 

b. Reserve requirement §et by the Federal Reserve System 

c. ^ Total supply of money in the economy^ 

d. AH of the above. \ ' • 

5- l^a bank has $2 million in deposits and the Federal Re^rve has said that banks must keep 
25 percent of deposits in j^serve, how muqh can the bank lend? <r 



a. 
b. 
c. 
d. 



$2 million 
$8 million 
$500,000 
$1,500,000 




1 , 
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s * * 

Section VI How Monetary afcl Fiscal' Policies Work 



About This Section^ . . 

wfnff^*?r^' .^^^.Tu® System-affects the money supply of th^ nation by means of - 
monetary pohcy.- Throqsh three tools of monetary policy-open market operations the 
disSt^ate. and resefve requlrements-the Federal Reserve infSenceS hoVr^Scf? 
mon^y and credit is available to individuals and busi.ksses. Used proS^fTy/th^ t^ls 
help the American economic system reach its objectives of steady^roVth highfeS 
of employment, and stable prices. This section explains the tbols of monetari and^^^^ 
poncjes tising supply and.demahd graphs, simulations, readings, and transparlnciS U 
also explains how efforts <o stimulate tbe.economy and reduce unemployment car^fa 
when people anticipate the inflation caused by such policfe • ^ ''^'"^"^ ^'^ 

Generalizations: 

• The Federaj^ Reserve System attempts to promote full employment, economic ' ' ^ 

?rp^ tnTfwI'SSf/? by influencing the rfioney supply and the avaifability of . 
credit to affect total demand in the economy. 

•Yhe Federal Reserve System s principal responsibility is to regulate the nation s 
markm Stions^^^ '^^^"^^ requirements. (2rthe discgunt%e. and (3) open 

I^InRfi^'T ^'""H^ (regulating the size of the money supply) cannot solve all economic 
proBlems. The decisions ofjnaividuals. businesses, and bodies of government also 
play important roles in influencing our economic system'. v 

* ♦^^L^IJfi^^?^*^*''?^ '^w?'^'''®''" people^will act logically and rationally 
to maintain the purchasing hower of their inc^mesjvhen they anticipate inflation. 
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and Demand for Credit 



MEjf^rt 1): Students can defir>6 interest as the 
price' a borrower m{js(pa9 for the use 
Of money 

TCOME (Part 2): Studentscangraph the interest rate on 
borrowed funds, ^iven the supply and 
^demand for credit.. * \ ^ 
OUTCOME (P^rt 3):* Student^ can demonstrate; using sup«<^ 



At this time f&dents can be informed that in the real world 
there are many pnarkets for money and maJy influences, 
t>esides interest rates, that can aff&ct .tt^ su0ply and 
derfiand for credit. 



f 



ply and demaruJ graphs, how interest ^ Activitva - EffOCtS Of MonetarV 
ratftK chanae .when sudd V or demand J '^"'■^J ^ ^.n^ww ivivi iwwi y 



rates change^^when supply or demand 
conditions ctiange, ' 

Worksheet/ Reading /Apptica tion Lesson Time: 60 min. 

Matertals Needed: ^ 
F^ri 1 - Can of CK)p or candy bar. dollar bMI^ 

Workshe^ Why Banks Loan Mone^ ^ 
Part 2 " Readifig #1 - SJpply and Demand for Credit" 
P^rf 3 Application l^essop . Supply and DemarKi for 

Credit 



<■ 

eX • 



Activity Instnictions: 

Parf 1: Show the dase a can of pop or a ca^y bar. Ask them 
to tell you Its price Next show the ci^ss a dollar bill. A#k 
them to fell you it5>ppce. If no student responds with in- 
terest rate.^ask stuients why banks don*t loan money free. 
(Any time there ^s not enough of a commodity to satisfy 
everyope s wants, ftftis a scarce item with a price rather than 
a free iter.^ j Oistribute the Worksheet: Why Banks Ldan 
Mon^y; and Have students work'through it together using 
their Financial Institution Survey Fprm * {Section 11. Activ- 
ities 2 and 3^as a reference source. 

Pan 2: Inform students that the price for the use ©f* 
money (interest rate) is determined (as for any good or 
service) by supply and demand DistritAJte Reading #1 and 
'go through the graph and definitions as a cla^. Depending 
on student experieoce with supply and demand graphs, the 
teacher may want to spend more time sf\owing how graphs 
are drawn by plotting tl|b quantities demanded and supplied 
ja^ each possible price. . * I 

^ Part 3: Distnbute Appjisation Lesson! Supply a^ De- 
mand for Credit and explain the format to students. This 
can be assigned as an in-class activity or as homework II it is 
assiyn€Kl'as homework, the instructor shodld lead the stu- 
■.dents through the lesson during fhe following class pehcxi. 



^ Rscal Policies 
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OUTCOME. Students/ demonstrate effect specific^ 
monetary and fiscal policy measures have on 
the amount (if money individuals and the 
corrtmunity have tol^pend. 

Simulation * Time: 45 min, * 

Materiats Needed: ^ * 

Ptay Money *^ ^ , 

Certificate Notes " • , ^ 

5 100, $5001 and $ tOQO Lostn Contracts 

• 

Activity Ktstructk>ns: • * 

Oistribi'te money to ten students in varying amounts a<kl 
explain that it rqpresents their monthly incomes. In tbe 
United States, the average family of four receives approxi- 
mately $1 .335.{X) per month before taxes; but the students 
"incomes' could'reasonably range from a ffew hundred dol- 
lars to several thousand dollars per month Be sure to have 
poveVty-striken people as well as wealthy people in the 
class. 

• Upon completion of the money distribution, inform the 
students that you wish to keep track of ^he total money in 
their possesi^ion. Add up what they have ^nifl write the total 
on ttfe^alkboard. 

inform the studenUs that -you ace now going to create 
economk: difficulties for your ctessroocn'community. These 
difficulties will dictate policy measures which will change 
the anoount of money in circulation. 

'Situatiof{$l The classroom conrmunity is experiencing in- 
flationt prices are-generally nsing), th^ purchasing power 
oLthe dolour is falling. (You now can bpy fewer goods and 
sSrvk:^ w^th your money ) - i 



,PQlfcv M&asvre w 1 Sell bonds to mferested communiry 
members f or*face amounts of S 1 00, S500. and $ 1,000. Use a 
cerijficafe note statmg * I O U _ amount plus 10% in- 
terest Jbr this purpKJse Calculate and record the moQey in 
tt)9 conftnur^^ity (Note Inflation can be caused by excess 
demand A reduction of the money .'in the hands of^the 
consumer will reduce excess demand ) 



Situaticfn «2. The classroom comm 



|!(nit^is 



experiencing 



high unemployment Many people who wish to work cannot 
find work. 

Pdlicy Measure #2, AnnoucK:e a lower tax rate whici* is 
retroactive to the past year For Simplicity's sake. giUp a 
J$^00 rebate to each student Calculate and record Vb6 
rcNDney m the community, (Note: Unemployment is usually, 
caused by k>w<(emand for goods and services An increase 
m the amount ot money in the hands of the consumer vwll 
help'^timulate business ) ^ ♦ . 

SitUtWon The classroom community is experiencing 
another rapid price rise, * f ^ 

Policy Measure #3. Sell more bonds and raise taxes to 
10% of income. Collect ttie 10% tax from each MiKlent. 
Calculate and recorS* the money in the community. (Npte: 
Taxrate manipulation is a fiscal poltqy measure controlled 
by cOngrdss and the executiye branch.) 

Situattpn 14. The classroom, community is exper^erK:ing 
another lx>ut of unemployment. This condition- has been 
describe 1 as a depression beoause prices are also falling. 

Policy Measure ^4, Buy back some of the bonds sold 
previously Collecrthe bonds and pay th^ owr^rs face value 
ptus interest Calculate the amount\>f money in the com- 
inunfty In^ addition to this policy, make your loans more 
^ITractive by charging a 3% intei^t rate. If students elect to 
take advantage of this Joah Opportunity, have t^cn sign a 
contract in the amounts of $1 00. t^OO. or $ 1 .OOO^ve them 
the money Calculate the amount of money in ttie com* 
munity , - 



Activity 3 - Monetary Policy ... 

Reguiatind the Money Supply 



OUTCOME Studignts can list the three rnonetary policy 
* ' tools and state how eich is used to irK^i^e^^ or 
decrease commer<jial bank reserves. 

Reading/ Transparerrcies ^* * Time: 60 miry. 

Materials Weeded; . * 

Reading ^2 - .Monetary Policy 

^'^^ Supply ' . . 

Transparency if 1 - Reserve (Requirements" 
Discount Rate 
Open Market Operations 



Regulating the^Money 



^ Transparency #2 
Transparency if 3 



ActtMiiy instructions: « \^ ^ 

Review the concept ^hat th^e is a supply and a demand fw 
-credit d^mphasizc^agaiQ that the most important function of 
the Federal Reserve System is the regulation of the nation s 
money supply Have students read Reading '#? It sum- 
marizes the basic tools the Federal Reserve System uses: 
n> reserve requirements. (2) the discount rate jloaos to 
•member tianks). and (3) open n^arket op^ations It is sug- 
cu&sfed that the insitructor have the class read each of ttie 
4?iree sections of the reading separately After each section 
has been read.* the instructor, using an overhead projectqr 
or the chalkboard, should diagram how eacti t^l or policy 
decrsiow affects the supply of credit TransparenCtes # 1 . |t2. 
and ^3 can be used to illustrate thq discussion. 
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Activity 4 - Banking and The Economy 



OUTCOME^ Students can identif>!/speciflc monetary anoK 
fiscal poltcy meaatlT^ used to fight inflation or 
stop a recession. 

FUmstrip/Transparencies/Discussion Time: 60 min. 

Materials Needed: 

Filmstrip - The Role of the Commercial Banking System 
■ I Part 2 - "Banking and the Economy") " 
' (See Additional Materials ) . 

Cassette filmstrip projector 
> V^^^fwewK #4 - "Monetary Policy" 

rransparencK #5 - Goals of Monetary Policy 
, Transparency #6 - "Mbnetary and Fiscal Pofcy' 

, Activity InstruoticMis: 

^Before viewing the filmstrip the instructor shouKj lead a- 
brief discussion using Transparereiies #4 dhd #5. Define the 
tfewis inflation lageneraf rise in prices! aod recession' {a 
— j»dUctron In bdsin^ activity) and discuss why it is impor- 
tant for the oOvernment and the Federal Reserve System to 
i^e steps/b stop of control .beni. Discuss how pmepie are 
hurt by Intetion (purchasing ()ower decreases, the value of 
, savings (Wminishes. desired jHjrchases must be eliminated 
or postponed); by a reqession [shortages of goods aixJ ser- 
vices, unemployment, dimlnistied value of investments). 

The foJIdwIng study^uestions for the filmstfip. Banlting 
and the Economy should then be written on therchalk- 
board; 

• How d(»s mpney circulate in our economy? J Refer to 

• Section II. Activity 5 (Transparer\pyf4) - Mtxlel of the 
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Amffncao Ecqnt^inic System 1 

• What tools can the Federal Reserve use to contract or 
expand the money supply'^ (changing the reserve require- 
ments changing the discount rate.^d buying and selling.' 
governmerit secuntiesi * • Vt. ' 

• If the F^kiferal Reserve wished to fight mflatioii, what poll- 
. .c>e^ coutd It follow? Iraise reserve requirements, raise 

\ discbiint rate, sell government secuntiesi 

• vyhat factors that influence our economic system cannot 
be controlled by, the Federal Reserve System? (fiscal 
policy individual decisions, problems particular to a geo- 
Qf&phical aiea or 9 specrfic industry] 

After viewing the tilmstrip. the cfass should discuss the 
above questions Answers should be placed in the students , 
note^JOoKs 

Using Transparency #6. students can now apply^ the 
mqn6tary tools discussed as well as fiscal tools (Jtaxing. 
spending), to tjie reaMtfe Jbroblems* of inflation and re- 
cession R.eview t^m-definitions of inflation ^nd re- 
cession and tj3^itjComplete t^fe chart using -a. semi- 
dlscusslqn/^e^ur<flR>^alJ A systematic 
haqpens to the moneV sbpply when each policy tool is 
implemented wiH show students how |he action can help 
fight -inflation or stop a recession Ei^planations. illus- 
trations, and examples should be ysed whenever necessary 
to clarify a concept 
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Activity 5 - Goals of Federal Re^Nre 
^ Monetary f'olicy . 



OUTCOME 



students •^n show using a graph how con- 
sumer demand for goods and servicel and 
prio^ level c^n change when the Federal Re- 
serve Open Market Committ^ takes action 
to increase or decrease commercial bank re- 



serves. 



Reading/ Ai:H^kmik>n Lesson 



Time: 90 min. 



Matenals Needed: 

Reading #3 - The Federal Open Market Committee ^ , 
Application f^esson: FOMG and Monetary Policy' 

Act^ity Instructions: 

The instructor should have the students read and biscu^s 
Reading #3 This reading serves to tie tc^ether three pre- 
viously develo0fed concept?: (1 ) how banks create money, 
(2) monetary policy tools, and (3) the organization of th^ 
Federal Reserve^Open Market Committee. * 

Review with students how the monetary policy decisjions 
ot the Federal Reserve Open M^^ket Committee carf irv 
crease o> decrease commercial bank reserves This, in turn, 
influences the volume of loans and thus, jnonpy supply 

Distribute Application Lessop FOMC and Monetary 
Policy and read and cbmplfete as a class so all students can 
benefit from the knowled^pf others The instrUctpr should 
discuss and clarify concepts as dlass needs dictate 



Teacher s Note: * * 

The Applfcatitf^ L osson may sacrifice some accuracy and m 
complexity in order that the effects of monetary policy upon 
inflation or recession chn be visuahzed by the maiority of 
students a/ the mid secorrdary level 
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Actiyjty^ 6 - KoW Prices Affect Income 



OUTCOME: Students r^ogntee ratibnal and logical actions 
they may take as consumers and .wage 
earners" v>(hen faced with increases in pVices. 



Time: 30 ^in. 



Worksheet/ Discussion ' 

Materials Needed: 

Wof*sijee.f. What Would You Do? 

ft ^ 

AciMty Instructicms: 

Refer to the supplemental rMdihg on Rational Exp^ta- 
|i9ns in the Instructor s Guidd for background information 
to teach Activity 6 Snd Activit#7 • 

Distribute tf)^ ' Worksheet. What Would You Do?" to stu- 
dents fciave rfiem read each situation ami deckle, indi- 
vkiunll^wtiat they would do If they were in that situat on. 
Have tft cl2^ ^are their responses and explain the rea- 
sons for their chpices. ^ , * 

Using the following qvestiions. discuss each situation: 

1. What is the cost" of each alternative? What is being 
given up? (Point out that the cost may greater or 
lesser defending on how the individual values the item 
being sao^ijiped- school lunch, free time, savings.) 

2. What are the possible costs, of choosing alternative e. 
asking for a raise? [Antagonizing arf employer or parents, 
tieing laughed at. being refused, losing income ff fired or 
forc^ fo ftfKi a new job.l 

3 What are the possibte benefits of alternative e? ^You can 
maintain your standard of living with no additioriSil sacri- 

* 4ice; your purchasing power has not been /educed des- 
pite the increase m prices You ^re looking out for your 
own best interests and trying to profit your income 
ac^inst inllation. It is a logical and rational thing to do 1 
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How Prices Affeqt Income 

fContmuedf 



4; What wbuTa you do if you heard from a reliable source ttiat 
the price of a schoortunch was going up or that the price 
" of othentems you purchased would go up'' (Answers may 
vary as students may or may not see Tfie importance qf 
planning ahead to maintain the purchasing power of th«rtr 
income. Consumers and wage earners do. in fact, take 
action to increase th^ir income when they anticipa 
price nses I 
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Activity 7 - Why Expansionary Policies 

Don't Always Work 

' — ^ — ^ 1 9 • 

OUTCOME: Students will be able to explain the rational 
expectations view that econqmic units will act. 
to protect their o^n best interests and will ^hus 
oftentimes frustrate traditional stabilization 
policies. 4 



Time: 46 mm. 



, Readmg/biscussfon 

Matenall NeeklBd: 

Reading #5 - 'Why Expansionary Policies Don t Always 
Work ; ^ 

Acthfity Instructions: 

Disthbute Reading #5 Have students read through the 
dislfussion explaining how people s expectations about in- 
f lattbn cause traditional stimulative policies to fai| Study the 
' two graphs pointing out how the initial increase k\the quan- 
tity of goods and services supplied is negated by the 
workers demands for higher wages. 

^ Use the foljowing .questions to develop the five major 
points m the RE approach as listed in supplemental instruc- 
tor reading. Rational Expectations,^' V 

1 . Do people (or economic units) care about inflation and its * 
effects on ttie purchasing power of their mon^y? [Yes ] 
What evidence is there to support this idea? [Demands 
for higher wages, inv&stinq to try to beat inflation, etc.] 
In order to overcome the effects of inflation and make the 
corr^t decisions about what to do about it. wha^must 
i:^ple do? [Form expectations about inflation and irh 
corporate the expectations into their decisions.] 

2 How likely are people to be wron^ in their expectations of 
inflation the first time the government adopts an expanr- 
sionEst.polk:y?l(Answers may vary. People are likely to be 
wronQ if their^sources of information are wrong ai^d they 

aive had no F^rsonal experience with the new goverrK 
ent policy; Otherwise they are likely to t>e/ight.] How 
likely are people to be wrong in their exaltations of\ 
* inflation the second time^the government adopts such a 
policy? [NIot very likely J The third time? [Very unlikely-] 

,3. What information is available tp'help economic units form 
rational expectations about inflation? [Research by labor 
unions., news reports or consumer price indexes and 
other economic indicators, past experiences, etc.] 

4 Can government policy influence the rate of inflation? 

[Yes As the graphs in Reading #5 demonstrate, ex^rv 
^idnary government polk^ies can increase the rata of 
|i|nflation. Other policies— such as raising taxes, reducing 
P government spending, or restViWing the money supply— 
could decrease the f^te of inflation ]! 

& Can monetary policy alone control inflation? (No Fiscal 
pcSicy— taxing an^governmenf spending — is also neces- 
sary to control inflation I C§n expansionist Dolicy alone 
control imiation'? [Mo. In fact, expansit^nist policies are 
designed to raise prices | 

6 In forming expectations about inflation, what will rational 
people or economic units do*? (They II try to anticipate 
what government' policy isf going to be 1 

7 Once j^opte anticipate what government policy i>gping 
to be. what will they do*? (They II take action to pro>ect 
themselves against inflation, eg., strike for higher 
wages) If people correctly anticipatev,what*government 
policy IS going to be and take protectiv^ mea\;5ures. what 
effect will the government policies have on the level of 
output and employment in the economy'? ( Little or none. 
Refer to Graph #2 1 



SECTION V». Activity i. Parti , 



^ Name 



WORKSHEET: WHY BANKS LOAN ^ONEY 



^Most of the time we thii?k of money in terjns of what it will buy* But money 
can also be thought of as a comnuKlity that has its owp price. Banks and others tha^feve 
money to lend expect to be paid for its use. For proof that money has a price like any 
other commodity, see if you can ^answer the following questions;. 

i. Why do peoplfe put money in savings accounts? ^ 

L ' — — 



2. Why do<banks loan money? 



*Yoyr answer to th^ first question pS-obably included one or bofh^ the 
following: People put money in savings accounts to keep it safe and to make more money 
by earning interest. - / 

^ The "Financial Institution Survey Form" you competed in Section 11 will help 

you 'amwer the second question: * L-^ 

(a) Savings earn interest at a rate of approximately %. - 

* (b) Borrowers pay interest on loans at approximately _%. 

. \ 

. So, why do-'banks loan money? Banks, lend money so they can charge the 
borrower interest for the use of the money and, therefore, make a profit. Remember, 
banks are a business. Businesses only stay in business if they make a profit. One way 



banks make money is to encourage savings by paying interest.^ The' bank then loans out 
savings deposits minus reserve requirements to Qiher people aid businesses who^y a 
^^^g^r interest rate to the bank. The difference between the two interest rates (minus 
* administrative costs) is profit. 



SECTION VI. Activity 1. Part 2 (Reading f 1 ) 



SUPPLY AND DEMAND FOR CREDIT 
Banks and others having money to lend Expect to be paid for its use. People 
who save their money at banks also expect to earn something. The amount lender9-«flSi-ge 
(subject to some restrictions imposed by law) is determined by how much they have to |end 

' and how much the borrowers are willing to pay. That charge, or price for use of 

y * • 

• money, is called "interest." -f 

Interest rates increase or decrease with changes in the demand for credit and 
withxrhanges in the supply of money -available for lending. - 

Below you see a supply and demand graph for credit. Along one axis yoi^see 
the "interest rate" or the price of credit. Along the other axis you see th#^ "total amount 
of credit'' or the quantity of money borrowed.- You «an find the f^ice of credit and the 
quantity of money borrowed by finding where the supply and demand curves intersect. 
/. This is the equtiibrium point. * ^ 



Price of Credit 




Equilibrium Point 



Q - ' Quantity of Money Borrowed 

Demand for Credit: Tbe ampunt of money borrowers will want to borrow at each interest 
rate. As the interest rate falls, wiH borrowers wish to borrow more or less money? 



Supply of Credit: The Amount of money lende^ will want to loan at each ijAerest rate. 
As the interest rate falls will lenders wish to ^fend.rflore^or Ifess money? 



J ' 



tH 



SECTION VI, ActlviW1,Nirt 3,- - ; 

r APPLlCATldNLESSOhJ: ^PXY and' DEMAND FOP CREDIT 



0 .. 



4* ^ase #-t. If consumers and Uisiness people became convinced that America was going into 

a prosperous decade of growth, they would' w&^t' to t^Tow more money, 
* 4i The supply of /demand for credit would increase/decrease. (Circle one from each pair.)' 

« - • 

The supply/demand curve for credit would shift to the,right/lef t. (Cir^ 6ne from each 

.. » ^ . ■ 

pair.> * 's, « 

Indicate the shift in the appropriate curve on the grapyh below. 

, * 1^ « 



2. 



3. 



. Price of Credit 





/ 



A. 



Quantity of Money Borrowed 



3 3 



■ C 



M. . Label the new equilibrium point "EP." 



5. 
6. 
7. 



Xabel the new interest rate ''P2»", 

Label IM^ new quantity of 'money borrowed 

Did the interest rate go up or down? 



Case 02. People become convinced that banks are unsafe and begin putting all their 
savings into shoe boxes under their beds. Some people even take their ^ money out of the 
bank and hide it in hollow trees. 

1. The supply of /demand for credit would increase/decrease. (Circle one from each pair.) , y 
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, SECTIpN VI . Activity 1 . Part 3 ' 



■X 



' SUPPLY AND DEM AND FOR CREDIT ^ 
, ^, The supply/demand 'cur>4 for cre<fit WbuM shift to the righl/Ief t. (Circle one f ronr eacl> 
i pair.) . ^ . ' ' ' ^ ^ 



3.% Indicate the shilt in^the apprap{;iate curve on the graph below. 



> 



Price of Credit 




Quaiitity of Money Borrowed 



Label tbte new equilibrium- point 
5. Label the new intetest rate ^P-." . 
. 6. Label thfe new quantity of money borrowed **Q^/' 
7. Did the Tnterest rate go up or down? 



In summary 9 interest rates increase or decrease wrth changes in the demand for 
credit and in the supply of W)r^y av^flable to borrow. For examplci when tK>rrower-demand 
increases, interest ratfts tend to go up; when demand decreases^ interest rates tend to go 
; ctown (otf^r factors remaining constant). Similarly, when lenders* supplies of money 
increase, interest rates tend to decline; 'when supplies decrease, rates tend to go up (other 
factors rerflSining constant). Thus,'*the price ^f credit — irtterest^ — like the price' of 
commodities, changes with supply and demand. 
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loan Contract 
I.O.U. , 



$100 

Plus 3% Interest 



Signed 



Stuilent*^ Name 

i 



Loan Contract 
Lp.U. 

ajsoo \ . 

Pius 3% Interest 



Signed* 



Student's Name 



Loan Contract 

* 

i.(Xu. 



$1 



• II 



Plus 3% Interest 



Signed 



Student's Name 



4 01 J 



• SECTiON^ VI. Activity 3 (Reading #2) 



« / 



6 



Monetary policy . . . regulating the money supply* 

* ■ ■ - « • ' 

Federal Reserve monetary policy influences bank lending — and thus our rnoney 

»* _ , i 

supply — by influencing the reserves of commercial banks. The "Ped does this in three ways. 

. • ■ .(■ • . , • ' 

Reserve Requirements; •, ' ' " . 

First, /the Fed determines the percentage of deposits that member banks are ^ 
required, to set aside as reserves with their district Federal* Reserve Bank. 

If banks are permitted to mainta^ a smaller p^-centage of their deposits /as 



.'*' 
■ -'-I. 



reserves. 



it r^e^ that fewer reserve dollars are required and more doiiars are. available 
for loans. . * , \ 



If, on the other hand, bar^s are required to increase Ijjie .percentage of 
r^erves; it means that more c^rve dollars are required and fewer dollars are avai^Ie 
♦for loans. 

We have seen that loans affect the amount of checkbook money and that\^th^ 
amount of checkbook money affects thtf. size of the money suppfy.' An increase in 
loans (as a result of a MSi^r1teserv« requirement) will mean an increase in the 
suf^ly* A'klecrease in bartc loans (as a result of a tiigher reserve requirem^t) will n^an 
decrease ip the money supply. 



The Dbcount Rate; . ^ , ^ 

Second, each Reserve Bank can lend funds toj^mber banks. It usually grants 
short-term loans to barges faced with temporary Of unusual demandb for money, (loans and 
withdrawals). The federal Reserve determines the discount (interest) rate which banks 
must pay for such loans. . 



•Adapted from Your Money and the Federal Reserve System , Fedferal Reserve Bank 
of Minneapolis, 1976. 
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!f tlK^'discount rats' is raised, the higher cost of borrowing from the Fed nnay 

^ , • - f ^ ' * . • . 

caust banks to be more selective and grant«:,fewer loans.^. Thus, less money *is created. If ^ 

the^ discount rate is lowered, btonks may be <viiiing to grant more loans because oTthe 

. ' ^' ^ ■ . ^ ' ■ 

lower cost of borrowing. More monej^wiil be created. 



Open Market Operations ; 



•7 



To lower the level of bank reserves, the Federal Reserve ^lls ^Svernment 
securities that it pwns, normally to established security dealers. Dealers pay securi- 
ties, with checks drawn on commercial banks. ■ To cdllect t^fese checks, the Federal 
Reserve charges . the reserve accounts of the bar^s. This reduces reserves in the banking 



system. 

^ fM the Federal Reserve wishes to increase bank reserves, it buys government 
securities and "gives Federal Reserve checks to sellers. Sellers cteposit these checks, in 
their banks which in turn (^posit the checks with the Federal Reserve. To pay the checks, 
the Federal Reserve increases the reserve accounts^f depositing banks. Thus, reserves in 
the banking system are increased. 

The l^ederal Open Market Committee s^t^ guidelines and od|ectives for open 
market o^rations. Actual day-to-day purcl^ses or s^es of securiti^ are made through 
the-Federal Reserve Bank of New York. 
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SECTION VI. Activity 3 (Traospsrency #1 ) 



L 



Res9rve Requirements 





Deposits ^ m Ct ^^ (iiCXJ 

.; • ^ VI ■ 



Reserve Requirement 



5 



V 



3 



Federal Reserye Bank 




ERIC 



•SECTION VI. Activity 3 jTransparency #^) 
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^ •4 
int Rate ^ 



Federal Reserve Bat^ 
"Lender of Last Rejort' 




. c 

CO 

o 

(0 

E 
E 

(D 

o 

CO 



c 

O 

c 

CB 

,0 

C 

o 

k. 
0) 



Vault 



Cash on Hand 
= $0.00 



Q7 



0:7 



Commercial 
Bank 



Q7 



( 



T 




Fed Raises Discount Rate: 
Signals Re6trictiv^ Monetary Policy 

\ Fed Lowers Discount Rati 

Signals Expansionary Morfetary Po/cy 
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.SECTION VI. ActivitY 3 (Transparency #3) 
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/Open Market Operations 



10 



Self Qovernment Bonds 




-Bond 






$100,000 






—3 




Check for $100,000 



Money AvaHabfe 
For Loans 
-f100.000 


1 


j! 


1 


1 


1 



Federal Reserve Sytitem 



Banking 
System 



Fewer Loans 

In Ms 



Buy Government Bonds 



Federal Reserve System^- 



Bond 






$(do,ooo 






^ — 

V 




Moray Avaiatrie 
Tor Loms 




^$100,000 



chotM for $100,000 



Banklr^ 
System 



More Loans 
Increase in Mg 
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Monetary Policy 



Board of Goyemors 



Federal Reserve 
System 




Money Supply 



.SECTipN VI. Activity 4 (Transparency^ #S) 



Goals Monetaiy Policy 

STEADY ECONOMIC GROWTH ) 



1 * « 

Unregulated Growth 


. Regulated Growth ' 


/hi 


• 

• 

* 



PRICE STABILITY 

Inflated Pric^ * Stable Prices 





HIGH EMPLOYMENT 
Unemployment People Working 
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JSECTIQN VI. Activity 4 (Transparency #6) 



9 



V 



♦ 

Monetary and 



Polk 



Both monetary and f isoal policy can be used to Helb fight the common 
economic problems of INFLATION and RECESSION. AftBciass. discuss which 
policy in each of the pairs bfelow would be more',effectiv# in achieving the 
desired goals. \ * 



J 
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• Monetary Policy ^ 


1 Fight inflation j Stop a Recession 


a) Increase reserve requlrafT^H^ 

• 

.. b) Decrease reservftf-equirements 




\ 

\ • 

\ 


a) Buy government securities 

b) gevernment securities 


1 

m 

^ 


-T ' 


a) Lower the jjis(^nt rate 

b) Raise the discount rate 


t 

9 




* 

Fiscal Policy . 


a) Increase government sperKiing 

b) Redu<» government spending - 


* 


• 


a) Raise taxes 

* • 

' b) Lower 4axes 
— 
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SECTION VI. Activlty.5 (Reading #3) ^ 

^ ^ THE FEDERAL OPEN MARKET COMMITTEE* 

As" central bank, th^ Federal Reserve System manages the money supply of the 
U.S. by influencing the lending a^ivity of commercial banks, which in turn affects the 
level of spending and production in ohf econoijiy. This is called monetary policy. ^ 
When banks make more^r fewer loans, they ^^^^ amount olt spendabl 
, money we all havei' thus the Federal Reserve System's influence on bank lending is an 

♦ 

important tool of monetary policy. 

Each month, the 12 presidents of the regional Reserve Banks meet with the 
^ Board of Governors to discuss monetary policy. Five of the presidents, who-serve^-^Ta 



e 



rotating basis, and the seven members of the Board of Governors, constitute the Federal 
Open Market Committee (FOMC) which is the policy-making tkaiy that sets guidelines tor 
managing the availability of money and credit cm a day-to-day basis. ^ 

By stimulating or discouraging demand for goods and services, the FOMC can 
moderate the degree of inflation or recession in x>ur economy. FSfexample, if i/if lation 
y threatens, the FOMC can follow a "restrictive" monetary policy which will make it harder 
for consumers, businesses, and governments to«borrow money to buy more goods and 
services. This action fessens the demand fdr goods and thereby less^s inflationary 
pressure on prices. . ' 

"On the other hand, if the egonomy is in a recession, the FOMC may act to 
increase the money supply — to increase ttemand and thus stimulate the economy. 

Developing monetary policy is an ongoing process. It requires continuous 

monitoring of the economy. .Each month when the FOMC meets, Jnembers examine such 

■-.''/ 

factors as the level of unemployment, the rate o^ inflation, interest rates, the levels of 



♦Adapted from Your Money and the Federal Reserve System , Federal Reserve Bank 
of Minneapolis 1976. 
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SECTION Vi« Activity 5 {Reading #3) 



ItiE FEDERAL OPEN ARkET COMMITTEE . • 
bank reserves and bank borrowings, th<^ overall money supplyT and current saving and 
spading. Ttaey also- lod< at interfiational trade 'and * international money flows and 
exchange rates. After this re vie w, FOMC members (tecicte the best monetary policy to 
follow to improve the strength and efficiency of our economy. 

This ongoing process is rqpeated ever^ four weeks and is 'directed toward four 

/ main objectivesr/ FULL EMW^YMENT, EC0N6MIC GROWTH, STABLE PRICES, ^ a 
satisfactory BALANCE OF PAYMENTS in our international trade. Undorstandably, 

' mdnotary policy cannot serve all of ttese c^jectives at the: saipe time, ar^n/ometimes 
hard choices and compromises must be nnade* Nevertheless, FOMC members strive to set 



policy that will help achieve these combined obj^tives. 



A 
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SECTION VI. Activity 5 
• • • 



APPLICATION LESSON: FOMC AND MONETARY POLICY ^ 

J 

If inflation threatens, the Federal Open Market Committee .can"^Uow a 
"restrictive" monetary policy reducing th6 supply of money. The effects a restrictive 
monetary policy have tipon prices can be shown on a graph. The graph ^Idw shows the 
demand for goods and services that all consumers have. It also ishowi^e supply of goods 
and services that all producers have. (This is greatly oversimplified; but if will help to 
make a point.) ' ' • O ' 



Graph 1:^ Supply and Demand for All Goods ^rf Services 



Price 




Quantity 



" During a period of inflation consumers may have too much money, .^uyers 

compete to purchase goods and services and thus raise prices. Show the inc^^ in 

ft 

demand by shifting the demand ciwve on graph 1. 

What happens to price? Goes up/goes dowp/stays the same. 

Because inflation hu^$»-many people in our society, the Federal Open Market 
•Committee can follow a 'Vestrictive" monetary policy which will make it harder for 
consumers, businesses, and governments to borrow money to buy more goodslm3^rvices. 
By reducing the amount of money loaned, the Federal Reserve reduces tfw^mount of 
money consumers can spend. Show this reduction in consumer demand by shifting the 
demand cirve on graph 2. 



SECTION VI. Activity 5 



FCjfAC AND MONETARY POLICY 
Graph 2: Supply and Demand for All G<^o3s and Services 

Price 




When the supply of jnoncy is reduced^ consumer demai)d is reduced. This 
causes the price of goods and services to go down or stabili^se. 

If consumers are not purchasing enbugh goods and services, the economy goes 
into a recession and people are laid 'off their jobs. To fight a recession, the Federal 
Reserve fcan increai^ the money fupply by making more money available for loans. As 
more mof\ey is made available to consumers, the demand for go^tj^ and services will go 
up/gAriown/stay the same. Show the shift in the demand curve on g-aph 3. 

Graph 3: Supply and Demand for All Goods and Services 



Price 




Q Quantity 
As £on;^umer demand increases and prices rise, suppliers will be willing to 
produce more products and hire back laid-off employees. Theoretically, a new equilib- 
rrum point will be achieved which will better reflect our society's natipnal economic goals. 
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.SECTIQHVI. Activity 6 ^ 

WORKSHEET: WHAT WOULD YOU DO? 
Situation #1 ' 

* ' . * ' 

What if your weekly allowance included the nioney you had to spend each day 
to purchase a school lundi, arifi the price just went up from 75^ to 85^? W^Jftt would you 

a. Buy school lunches only four days a week and bring a b^g lunch one day a week. 

^ b. Continue buying the school lunch every day but spend 50^ le&s on other things 
each week. , ' 

» 

c. Continue buying the school lunch every day but save 50^ less each we^ fdr 
future spending. 

d. Offer to take on extra chores at home in order to earn a higher allowance. 

\ 1 e. Ask for a 50^ increase in your allowance to cover the increase in the price of a 
school lunch. 

Situation . , 

■ ^ 

What if you worked part-time three af ternoons a week ahd Saturdays tq earn 
• spending money and to save $10 a week. Lately, your expenses have gone up, but not 
because you are buying more. Prices have just increased (movie adnvssions, gasoline, 
school supplies, hamburgers, malts). You cannot ccmtique buying wlwt you once did and 
still save $10 a week. Wl^t would you cto? 

a. Buy fewer of the same goods and services (go t6 fewer movies, driVi^less, use 
less paper, eat fewer hamburgers and -malts). 

# 

b. Substitute cheaper items for the ones you previously purchased (go to>less 
expensive theatres, buy cheaper gasoline, eat french frfes and drink cokes). 

c. save less than $10 a week. 

d. Work more -hours to increase earnings so you can cmtinue youfL previoi» 
k spending and savings habits«> 

e. Asl^your employer for a raise, or look fed a new job that pays more. 



.SECTION VI, Activity 7 (Readmfl #5) 

^WHY EXPANSIONARY POLICJES DON'T ALWAYS WORK 
In Activity 5, Graph 3 showed how an increase in the demand for goods and 
services causes prices to rise. . • 

ExpaQsionary monetary and fiscal policies are tNMight to work because they 
raise prices. When the government wants to stimulate the economy, it makes more money 
available and ^us increases the demand (and spending) for goods and services in the 
economy. Ift the graph below, this is shoyf^ by^if ting the demand curve to the right. As 
the demand curve shifts from to prices alse from Pj to P2. 



<}ra(^ 1: Su^Jly and Demand 4>r All Goods and Services 
•» 



PRICE 




QUANTITY 



This increase in prices caises new profit opportunities for businesses. To sell 
more products and services at the higter'^prices (and to make mwe money), businesses 
increase their production. They might also invest in new tniildings, machinery, and tools 
SO that they can produce more. All of this new activity causes the^^o^Ofny to grow. So 



after the increase in demand, prices are Higher (If^^) ancTthe quantity of goods and 



services 



producecj greater (Q2). These are the results that Congress wants when it lowers taxes, 

» 

increases, the federal debt, or adopts other expansionary policies* * 



• ^SECTipN VI, Activity 7 (Reading #4) 



WHY-EXPANSIONARY POLICIES DON'T ALW A Y^ WORK 
Howev€^, these results are only tempwary. As you saw in Activity ,6, 
individuals feel thej effects of inflation on their incomes. When the government makes 
prices rise, people try to protect the purchasing power of their incomes. 'They do this by 
asking ic^ .higher wages^ looking for better-payir^ or even refusing to work unless 
they receive more mpney* When they ck) this^ the numt^r of people* available to* do the 
nation^ work decfeases^-and the total number of goods and serviceslb'ops* This situation 
is $lK>wn on the graph below by a shift ii^ the supply curve from to The total 
number of gocKls and services drops back to And as the cost of ck>inf^business. 

increases because workers must be^paid more, bi^inesses have to raise their prices to P^. 



Graph 2: Ripply and Demant^ for All Goods and Services 



PRICE 




7 



7 



^ QUANTITY 
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Graph 2, then, shows what 'happens when the government uses expansionary 
policies. In ^e long run, such policies do not affect Wvt total number of goods and 
services— this number changes from Q. to and then back to Q. again. But expan- 
sionary policies do raise prices.. In the long run, they simply make inflation worse. 

Expansionary policies often fail because people know that these policies §re 
going to cause more inflation^ wKen people expjpct higher inflation, they try^to profit 
themselves from it. Arid when people try to protect themselves from inflation, govern- 

' a 

(pent acti(^ cannot make the economy grow. 

lew ♦ > . 



SECTION Vi. Review Questions 



21 



1. We know money has a price becai^e: 

a. People pay td borrow it. 

b. People are paid to'save it. 

c. » Banks make a profit. , ' 

d. vAll of the above 



ctemand for moneys 




a. Is the amount of money borrowers want to b(M'row at each interest rate, 

b* Is th^ amount of money lenders want to lend at each interest rate. 

jKu ' Increases as the interest rate goes'^ip. 

d^ Is not d^^endent on the opimtMis and feelings of the American people. 



3. 



Which of the following best describes inflation: 



a. Unempfbyment , 

b. Shortages of goods and services 

c. Rising prices 

d. Not enough money 



•» ■ ' • » 

4. The reserve requirement, disoHint rate, and -open market q^erations are all used by; 

a« Commerqial banks to irkrrease j>rofits, * ' . 

h. The Fecteral Government to regulate banking. 

c. The President and Board of Governors to reduce ^lending. 

d* The Federal Reserve System Inf lu^ice bank Reserves and the money suf^ly. ^ 

5. The discount rate is the price:. - 

a. Consumers pay for money* * * 
b* Banks pay to borrow ^oney from the Federal Reserve. 

c. The Fecteral Res^ve System pays for mcM^y. 
^d. All of tlw above- \ ' 

6. When the Federal Reserve System buys government securi^^s from a commercial 
bank: 

The money supply is increased. ' ^ 
b« Bank reserves are decreased. ^ 

c. Fewer loans can be ma<fe« • * 

d. AH of the above 

7/ All of the following are "expansionist" policies except ; , • . 

, a. The reserve requirement is lowered. 

b. The discount rate is lower^.d. 

, c. The income tax r^te is raised. 
<ju Gov^rtment securities are purchased by the Fed, 
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SECTION Vi, Review Questions 



8- Which of 



the following should help stop a recession? 



V a« The Fed raises the discount rate* 

b« The Fed sells governnient securities, 

c The Fed lowers the reserve requirement, 

d The government decreases spending. 

3. ' A "restrictive*^ monetary policy will: * 

3u Make it easier to borrow* 

b« Encourage bank lending* \ 

c« ' Discourage consumer spending* 

d. Stop a recession. ; 

10. All of the f ollowir^ are goals of monetary (>olicy except: 

a. Economic growth 

b. Trade limitations 
c Stable prices 

d. * Full employment . 
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